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The Guaranty Construction 
Company Case 


By Forest D. SIrFKIN* 


NE of the vexing problems arising out of the 

excess profits tax is on the way to settle- 

ment by the recent decision of the Board of 
Tax Appeals in the Appeal of the Guarantee Con- 
struction Company. The decision of the Board holds 
invalid the settled practice of the Treasury Depart- 
ment as embodied in Article 845 
of Regulations 45 and 62 and is 
noteworthy inasmuch as the rec- 
ord does not show that counsel 
for the taxpayer raised the ques- 
tion of the invalidity of the Regu- 
lations. The position of the De- 
partment, first promulgated on 
April 17, 1919, in Regulations 45 
and since that time continued in 
the similar numbered article in 
Regulations 62, issued in construc- 
tion of the Revenue Act of 1921, 
is that surplus at the beginning of 
the taxable year should be re- 
duced on account of taxes payable 
within the year upon income of 
the preceding year. The regula- 
tion 1s as follows: 


Surplus and undivided profits: re 
serve for income and excess profits 
taxes.—For the purpose of computing 
invested capital, Federal income and 
war profits and excess profits taxes 
are deemed to have been paid out of 





the net income of the taxable year for 
which they are levied. It is immate- 
rial, therefore, whether reserves for 
the payment of such taxes for the preceding year have been 
set up or not, or if set up whether such taxes when paid 
have actually been charged against such reserves. Amounts 
payable on account of such taxes for the preceding year 
may be included in the computation of invested capital 
only until such taxes become due and payable. A deduc- 
tion from the invested capital as of the beginning of the 
taxable year must therefore be made for such taxes or any 
installment thereof, averaged for the proportionate part 
* Of the Chicago Bar. 


Forest D. SIEFKIN 


of the taxable year after the date when the tax or the in- 
stallment is due and payable. Where as a result of an 
audit by the Commissioner, or the acceptance ot an 
amended return, or for any other reason, the amount of 
any such tax for the preceding year is subsequently: 
changed, a corresponding adjustment will be made in the 
invested capital for the taxable year upon the same basis 
as if the corrected amount of the tax 
for the preceding year had been used 
in the original computation of the in- 
vested capital for the taxable year: 
See Articles 1541 and 1542. 


In applying the rule of the 
Regulations, the Bureau of Inter- 
nal Revenue has reduced the in- 
vested capital at the beginning of 
a taxable year, say 1919, by the 
amount of income and profits tax 
due for the year 1918 averaged 
for the proportionate part of the 
year 1919 after the date when the 
tax or any installments became 
due and payable. This proportion 
is 42.20 per cent of the tax paid 
in the years 1918, 1919 and 1921 
and 42.144 per cent in -the year 
1920 since that year contained 
366 days. Since reduction of in- 
vested capital increases tax, the 
result has been the collection of 
additional taxes from practically 
all corporations: An exception is 
found in those cases where the 
profits tax has been computed un- 
der Section 302 of the Revenue Act of 1918 since 
that computation takes no account of invested 
capital. 


After oral hearing on various protests concerning 
the validity of the above Article it was sustained by 


the Advisory Tax Board in its recommendation No. 
17, 1. C. B. 294. 
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The position of the Department is that the tax 
is treated as a liability accrued when the profits 
were earned. If this were true, it would necessarily 
be deducted from surplus at the beginning of the 
year. However, it is doubtful, to say the least, if 
there is any enforceable liability prior to the due 
date of payment and any legal reason why the pay- 
ment may not be made from the current earnings 
of the succeeding year. A corporation may dispose 
of all of its profits for the taxable year without pro- 
viding for the tax thereon and such profits may be 
lost in operations of the succeeding year with no 
consequent reduction of invested capital. It is cer- 
tain that if thereafter profits were earned before the 
tax became due and payable, the tax would be paid 
from current profits. These extreme illustrations 
show clearly that the Regulations apply an account- 
ing theory in disregard of the facts as to the actual 
amount of paid-in capital and accumulated profits 
remaining in the business during the year. 


Supporting Court Decision 


The arguments above against the validity of the 
Regulations are supported by the language of the 
Supreme Court of lowa in Overland Sioux City Co. 
v. Clemens, 179 N. W. 954. In that case the stock of 
a corporation was sold upon the basis of book value, 
including surplus. Thereafter the Revenue Act of 
1917 was enacted and the corporation was com- 
pelled to pay a tax upon profits earned prior to the 
sale of the stock. Suit was brought against the 
sellers of the stock, who were also directors of the 
corporation on the ground that a dividend declared 
and paid prior to the sale of the stock was excessive. 
The court held that neither the corporation nor the 
purchaser of the stock could recover, saying: 

It (the Revenue Act of 1917) did not require the payment 
of the excess profits war tax exacted from any specified 
fund or income of any particular period * * *. Counsel 
have argued as though the tax must have been paid-from 
earnings of the company prior to July 1, 1917. The Act con- 
tains no such requirements, and, as the tax was not payable 
until nearly a year later, there would be no grounds for 
such an inference. * * * For all that appears the com- 
pany’s earning capacity may have continued as before and 
have been ample out of which to have discharged the tax 
long before it became payable. 

These reasons are all strengthened by the opinion 
of the Board of Tax Appeals (Mr. Littleton), in the 
Guaranty Construction case. There it was said that 
it was not deemed necessary to pass upon the ques- 
tion as to when a deficiency in tax found to be due 
for any year becomes due and payable but that the 
question was whether the Commissioner “is justi- 
fied under the statute in reducing the invested capi- 
tal of any year by the amount of the income and 
profits taxes due for the preceding taxable year, 
averaged for the proportionate part of a year after 
the date when the tax or any installment thereof be- 
comes due and payable.” The opinion states that 
the fact that income and profits taxes are not de- 
ductible in computing income does not change their 
character as current annual expenses. The Board 
then says: 

Nor is the rule different in the event that the current 
earnings available at the date of payment of the tax or 
any installment thereof are insufficient to meet the required 
payment. By express provision of the statute the earnings 
of the current year are in no wise reflected in the current 





. year’s invested capital. 
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It follows that if the expenses at 
any given date exceed the income so as to show an oper- 
ating deficit at that date, invested capital is not affected. 
Section 326 (d) provides that: “The invested capital for 
any period shall be the average invested capital for such 
period, * * *” and it might be urged that in the event 
the tax for an earlier year paid in a later year exceeded the 
earnings of that year, the resulting impairment of surplus 
should be reflected in invested capital for the year in which 
such tax became due and payable. We believe, however, 
that full effect may be given to the above quoted section 
without requiring such a construction. Additions to capital 
resulting from the issuance of additional stock for a valu- 
able consideration or reduction of capital or surplus result- 
ing from distributions to stockholders in excess of earnings, 
thereby producing impairments of surplus, are necessarily 
to be taken into consideration as bearing upon invested 
capital since they affect the capital actually embarked or 
left in the enterprise. Since this provision of the statute 
may thus be given full effect without involving adjust- 
ments of income or expense of the year, we are of the 
opinion that there is nothing in the statute which requires 
that the invested capital of a taxable year be reduced on 
account of the payment of income and profits taxes for the 
preceding taxable year. We conclude that so far as Article 
845 of Regulations 45 and 62, promulgated by the Commis- 
sioner, require that such reduction in the invested capital 


be made, such Regulations are without statutory warrant 
and are invalid. 


Taxpayers affected by the decision of the Board 
fall in two general classes. The first class com- 
prises those corporations which contested the the- 
ory of the Regulations from the start. Such cor- 
porations filed their returns and computed their 
taxes without compliance with the Regulations, usu- 
ally attaching a memorandum or rider to the return 
in order to make full disclosure. In due course these 
returns were audited or will be audited and the tax- 
payers of this class were or will be notified of a 
proposed deficiency in tax. To this proposed defi- 
ciency the taxpayers protested and the protest was, 
of course, overruled. Collection was then made and 
claims for refund were filed by the taxpayers. Some 
of those claims have reached the point of being 
denied ; others have not; but in practically all cases 
of this class the rights of the taxpayer are amply 
protected for a refund in the event of a final hold- 
ing against the Department’s position. 

The second class of cases, which comprises by 
far the larger number, consists of those corporations 
which acquiesced in the Regulations of the Bureau 
and filed returns accordingly. Where the tax has 
been paid and the case settled the limitations against 
refunds contained in Section 281 of the Revenue Act 
of 1924 will apply and operate to defeat refunds for 
the years up to and including the year 1919 in many 
cases, since that section provides that no credit or 
refund shall be allowed or made “after four years 
from the time the tax was paid, unless before the 
expiration of such four years a claim therefor is filed 
by the taxpayer.” The exceptions to this rule are 
contained in sub-paragraphs (c), (e) and (f) of Sec- 
tion 281. Sub-paragraph (c) provides: 

If the invested capital of a taxpayer is decreased by the 
Commissioner, and such decrease is due to the fact that the 
taxpayer failed to take adequate deductions in previous 
years, with the result that there has been an overpayment 
of income, war-profits or excess-profits taxes in any pre- 
vious year or years, then the amount of such overpayment 
shall be credited or refunded, without the filing of a claim 


therefor, notwithstanding the period of limitation provided 
for in subdivision (b) has expired. 
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It is not believed that this paragraph avoids the 
operation of the limitation contained in (b) above, 
since the decrease is not “due to the fact that the 
taxpayer failed to take adequate deductions in pre- 
vious years.” 


Sub-paragraph (e) provides: 

If the taxpayer has, within five years from the time the 
return for the taxable year 1917 was due, filed a waiver of 
his right to have the taxes due for such taxable year deter- 
mined and assessed within five years after the return was 
filed, or if he has, on or before June 15, 1924, filed such a 
waiver in respect of the taxes due for the taxable year 1918, 
then such credit or refund relating to the taxes for the 
year in respect of which the waiver was filed shall be al- 
lowed or made if claim therefor is filed either on or before 
April 1, 1925, or within four years from the time the tax 
was paid. If the taxpayer has, on or before June 15, 1925, 
filed such a waiver in respect of the taxes due for the tax- 
able year 1919, then such credit or refund relating to the 
taxes for the taxable year 1919 shall be allowed or made if 
claim therefor is filed either on or before April 1, 1926, or 
within four years from the time the tax was paid. If any 
such waiver so filed has, before the expiration of the period 
thereof, been extended either by the filing of a new waiver 
or by the extension of the original waiver, then such credit 
or refund relatinf# to the taxes for the year in respect of 
which the waiver was filed shall be allowed or made if 
claim therefor is filed either (1) within four years from the 
time the tax was paid, or (2) on or before April 1, 1926, in 
the case of credits or refunds relating to the taxes for the 
taxable years 1917 and 1918, or on or before April 1, 1927, 
in the case of credits or refunds relating to the taxes for 
the taxable year 1919. 

Sub-paragraph (f) provides, in part: 


This section shall not * * * bar from allowance a 
claim in respect of a tax for the taxable year 1919 or 1920 
if such claim is filed before the expiration of five years after 
the date the return was due. 

It therefore appears that in order to prevent the 
operation of the statute of limitations for the years 
1917 and 1918, a waiver of determination and assess- 
ment must be filed within five years after the return 
was filed in the case of 1917 taxes or on or before 
June 15, 1924, in the case of 1918 taxes and a claim 
for credit or refund must have been filed either 
on or before April 1, 1925, or within four years from 
the time the tax was paid. A similar provision with 
different dates applies to the year 1919, as limited 
or extended by sub-paragraph (f) above. Unless 
these requirements are complied with, it would seem 
that rights of the taxpayer to refund are barred. 
Nor is the taxpayer in a better position as to suit 
for recovery since a claim for refund is a condition 
precedent to suit by Section 3226 of the Revised 
Statutes, as amended by Section 1014 (a) of the 
Revenue Act of 1924. There is also a further limita- 
tion as to the time within which suit may be brought 
to five years from the date of the payment of the 
tax unless such suit or proceeding is begun within 
two years after the disallowance of the part of such 
claim to which such suit or proceeding relates. 
That such provisions strictly limit the right of the 
taxpayer is certain by the decision of the Supreme 
Court of the United States in Rock Island, Louisiana 
and Arkansas R. R. Co. v. United States, 254 U. S. 
141. 

In summary of the above it may be said that 
where returns for 1917, 1918 and 1919 were filed in 
1918, 1919 and 1920 and tax paid on the theory of 
the Department, the taxes cannot be refunded be- 
cause claim was not filed “within four years from 
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the time the tax was paid” or, in addition, in the 
case of 1919, “five years after the return was due.” 
1920 and 1921 taxes will, however, be legally re- 
fundable if steps are taken to protect the taxpayer’s 
right pending final determination of the question. 


If, however, the settlement of the tax liability for 
1917, 1918 or 1919 has not been made, either for the 
reason that the taxpayer has contested the position 
of the Department, or for other reasons, the ques- 
tion should be raised if the amount involved justifies 
keeping the cases open by filing the necessary claims 
for refund. 


Supreme Court Decision Necessary 


Various estimates have been made as to the 
amount of refunds probable as a result of the Board’s 
decision. Most of those estimates are based upon 
the theory that all of the taxes so paid can be recov- 
ered. As will be seen from the above, it is clear 
that this is not the case unless Congress further 
opens the door to refunds. Such action by Congress 
cannot fairly he expected unless and until the courts 
finally sustain the Board’s decision. The sugges- 
tion that has been made that the Commissioner 
waive the provisions of law limiting refunds can- 
not, of course, be considered, since the Commission- 
er is completely bound by the provisions of law 
which only Congress may untie. Nor is the decision 
of the Board final. The Commissioner has indicated 
his non-acquiescence in the decision and it has been 
announced that the case will be carried to the 
courts. In the case under consideration this may 
be done by a suit by the United States to collect the 
taxes involved. After decision by the United States 
District Court it seems certain that the opinion of 
the Circuit Court of Appeals and possibly the Su- 
preme Court of the United States will be asked. 
In any event, a considerable period of time will 
elapse before the question is finally determined and 
in the meantime all steps possible for the protec- 
tion of the taxpayer’s rights against the operation 
of the limitations provided in the Revenue Act 
should be taken. In those cases that are now being 
contested before the Bureau upon other points, the 
question should be raised and saved for future re- 
fund should the Board’s decision be sustained. 


Depletion Deduction in Computing Gain or Loss on 
Sale of Oil Rights Overruled 


[8 determining gain or loss of the owner or lessee on a sale 
of oil rights, the Court of Claims of the United States held 
in Charles A. Ludey v. The United States that depletion sus- 
tained or previously allowed for oil extracted may not be sub- 
tracted from the cost price in determining gain or loss. 


The opinion by Judge Graham states that the courts have de- 
cided that a person does not acquire ownership of oil in place; 
he simply has the right to reduce to possession whatever oil he 
may find within the limits of the property. Ohio Oil Co. v. 
Indiana, 1177 U. S. 190. 

Reference is made to the finding in the Ohio Oil Company 
decision that oil has no fixed situs under a particular portion 
of the earth’s surface within a given area; that it has the 
power of self transmission; and that it belongs to the owner 
of the land so long, and only so long, as it remains on it and 
subject to his control. 

Oil extracted was income and not capital, the court held, and 
therefore removal of oil did not deplete the capital. 
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Wisconsin Finances and Taxes 


By GoveERNOR JOHN J. BLAINE* 


remitted the entire state tax levy of 1925, 

which means that Wisconsin’s taxpayers will 
not have to pay one cent of general property taxes 
for state purposes in 1926. Wisconsin’s laws now 
authorize the levy of three distinct taxes on general 
property for the support, respectively, of the com- 
mon schools, the university, and the normal schools. 
Combined, these taxes amount to about 1.25 mills 
on the assessed valuation of the 
state and yield $6,900,000 per 


4 a HE Wisconsin state government has recently 


state from these sources exceed $10,000,000 per 
year. Motor vehicle license fees and the gasoline 
tax constitute an even larger source of state treas- 
ury receipts, being estimated to yield $12,000,000 
in round numbers this year. Every cent of these 
receipts above the cost of collection, plus all amounts 
received as Federal aid and all receipts of the high- 
way commission, is spent upon the highways and 
by far the largest portion thereof under the imme- 

diate control of local communities. 





year. All these state taxes have 
been remitted and will not be col- 
lected in 1926. 

This remission, of course, does 
not mean that Wisconsin’s state 
government will have no receipts 
next year. While the state treas- 
ury is in the best shape it has 
ever been, it would soon be empty 
were all receipts to stop. During 
the currernt year the net book ac- 
counts of the state will be around 
$40,000,000. A large part of the 
net book accounts does not rep- 
resent expenditures for state pur- 
poses. Nearly $3,000,000 repre- 
sents taxes upon certain public 
utility properties which are col- 
lected by the state but are turned 
over to local governments. Over 
$6,000,000 more represents state 
aids to school districts and coun- 
ties, mainly for educational pur- 
poses ; and of the remaining net book accounts, $15,- 
000,000 represents expenditures upon highways 
throughout the state. These sums, as well as those 
required for the university, the normal schools, the 
charitable and penal institutions and the several 
state departments must be met mainly from current 
receipts. 

Not all of the $40,000,000, however, comes from 
taxes. A large part of the total receipts of the 
state government is derived from sources which do 
not represent taxes in any sense, such as sales of 
products of state institutions, university and normal 
school student fees, dormitory, cafeteria and athletic 
receipts; state fair receipts; contributions of teach- 
ers and local school districts to teachers’ pensions ; 
interest earnings on state fund balances; various 
Federal aids and numerous departmental receipts. 
Wisconsin has operated under a strict budget sys- 
tem since 1913, and every dollar received by any 
department or institution for any purpose is turned 
into the state treasury and is then, in most cases, 
reappropriated, and in all cases figures as a dis- 
bursement of the state. The total receipts of the 
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This leaves around $18,600,000 
to be met from taxes or the bal- 
ance in the treasury. The largest 
item in the state tax receipts this 
year, as it has ybeen for many 
years, will be derived from taxes 
on quasi-public corporations — 
principally the ad valorem tax (at 
the average state rate) on rail- 
roads, the ad valorem tax on street 
railways and electric companies 
(85 per cent of which is returned 
to the localities) and the pre- 
mium taxes on insurance com- 
panies. 

Another item in the tax receipts 
of the state is the inheritance tax, 
whose yield varies greatly from 
year to year, but has never been 
more than one-third as large as 
that of the corporation taxes 
noted above. This inheritance 
tax has come in for much attack 
by critics of the state, but does not differ very much 
from the inheritance taxes in force in all other states, 
except two. The highest rate is 15 per cent, which 
rate applies only on shares above $25,000 going to 
distant relatives or strangers in blood. With the 
credit for state inheritance taxes which is allowed 
under the Federal law, few, if any, estates will ever 
have to pay a larger inheritance tax in Wisconsin 
than in any other state in the Union, not barring 
Florida. 

Taxes on general property and taxes on incomes 
are the only other sources of state receipts. Prior 
to 1921 there were seven distinct taxes on general 
property. One of these—a levy of $1,700,000 per 
year for highway purposes—was repealed in that 
year. Three other (small) state taxes on property 
were repealed in 1925 in the act which revised the 
Wisconsin income tax law. 

This brings me to the income tax, which has been 
the storm center of Wisconsin politics for several 
years. This income tax dates back to 1911 and was 
the first of the modern income tax laws. This tax 
was imposed because the taxation of intangible per- 
sonal property under the general property tax had 
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been broken down in Wisconsin as it has everywhere 
else. The same law which provided for the taxa- 
tion of incomes, also, exempted stocks, bonds, and 
all other forms of intangible property from the 
general property tax. Instead of trying to tax this 
form of property at its capital value, which, if col- 
lected, means an excessive tax in proportion to its 
income, Wisconsin adopted the plan of taxing only 
the income and that at a moderate rate. The high- 
est rate imposed upon both corporation and per- 
sonal incomes was but 6 per cent, in comparison 
with which property taxes on stocks and bonds in 
other states often amount to as high as one-third 
of the total income they yield. 

The income tax law was a success from the be- 
ginning, in that it produced much more than the 
general property tax on intangibles which it re- 
placed. In comparison with the general property 
tax, the receipts from the income tax, however, 
have never been large. In 1924 there was collected 
by all governmental units in Wisconsin in excess 
of $100,000,000 from the general property tax on 
real estate and tangible personal property, and con- 
siderably less than $7,000,000 from the (normal) 
income tax. During the decade following the enact- 
ment of the income tax law, governmental expenses 
increased rapidly in Wisconsin, as everywhere else. 
During this decade the average tax rate on property 
throughout the state doubled, but no change was 
made in the income tax law, except that surtaxes 
for special purposes were imposed on three different 
occasions by conservative legislatures. Two of 
these surtaxes expired by limitation prior to the 
1925 session of our legislature, so that in addition 
to the normal rates up to 6 per cent imposed in 
1911, there was then one surtax, which was imposed 
for the benefit of the teachers’ retirement fund, at 
rates equal to one-sixth of the normal rates on 
taxable incomes above $3,000. 

These surtaxes were levied because increased 
revenue was needed and even the most conservative 
legislators realized that property taxes could not 
be further increased. At all times, in Wisconsin 
as elsewhere, it has been the general property tax, 
which falls mainly on real estate, which has been 
really burdensome. When additional revenue was 
needed for a new purpose, hence, legislatures natu- 
ally turned to the income tax and “soaked” the 
larger income taxpayers with another surtax. 

When I became governor in 1921, I took the posi- 
tion that the surtaxes were an evil, but that there 
was need for a thorough-going revision of the 
income tax. I advocated that the surtaxes be re- 
pealed, but that the income tax be revised to increase 
its yield by plugging some of its loopholes and 
equalizing its burdens, the increased revenue thus 
obtained to be used to reduce the state taxes on 
property. These recommendations were not en- 
acted into law until 1925 and then not exactly as 
I preferred. Both the delay and the changes were 
due mainly to the opposition of the interests which 
profited by the loopholes in the income tax law 
and which, naturally, opposed any readjustment of 
the tax burden, however equitable, because it meant 
that they would have to pay slightly higher taxes. 
While these opponents were able to defeat some 
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of the specific proposals I made, the legislature of 
1925 did amend the income tax law so as to correct 
some of its most glaring defects and to effect a mate- 
rial readjustment of the tax burden of the state. 
It slightly increased exemptions, which now stand 
at $800 for single persons and $1,600 for married 
persons—still lower than those of any other state 
which levies an income tax. It also repealed the 
personal property tax offset, a deyice which does 
not exist in any other state and which operated to 
enable some taxpayers to escape all or part of their 
income taxes while their neighbors with the same 
income had to pay their taxes in full. Finally, it 
provided that the increased revenue resulting from 
this change should be used for the reduction of 
property taxes, and to this end increased the share 
of the income taxes going to the state and required 
that every dollar received by the state from the 
income tax should be applied towards the remis- 
sion of the state taxes on property. 


Sees No Unjust Burdens 


These changes were not revolutionary and im- 
posed no unjust burdens on any class of taxpayers. 
They involved no increase in rates and will result 
in a decrease in the total income taxes assessed, 
due to the increase in exemptions. By plugging the 
loopholes of the personal property tax offset, how- 
ever, they insure that every dollar of income tax 
assessed will hereafter, also, be collected, instead 
of only 55 cents of every dollar as heretofore. Ex- 
pressed in totals, this means a yield of about $11,- 
000,000, of which the state receives 40 per cent, or 
$4,400,000, as compared with total collections of 
$7,000,000 and state receipts of $700,000 last year. 

Even now, the income tax is small as compared 
with the general property tax, its total yield being 
but little more than one-tenth as great as that of 
the property tax. An income tax, however, has 
this great advantage over a property tax that no 
one has to pay any income tax who does not have 
a net income from which to pay the tax, while the 
tax on real estate must be paid whether the owner 
has any income from which to pay it or not. Be- 
cause of our income tax, some very prosperous 
corporations possibly have to pay more taxes than 
they would in states levying no income or corpora- 
tion taxes; but it is certainly not placing too heavy 
a burden on such corporations to ask them to con- 
tribute not to exceed 6 per cent of their net income, 
and averaging far less, to the support of the state 
and local government. For struggling and but 
moderately prosperous corporations and business 
men and for the farmers and home owners, the 
Wisconsin income tax is a positive boon, since it 
serves to somewhat reduce the tax burden on real 
estate. 

The changes in the income tax law made by the 
last legislature which have been discussed, how- 
ever, are only a part of the explanation of the recent 
remission of all state taxes on general property for 
1925. As has been stated, the state government 
as a result of these changes will collect about $#,- 
400,000 from the income tax, as compared with 
$700,000 last year. This additional revenue from 
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Proposals for Administrative Tax 
Changes Made by Dr. Adams 


Perhaps no single individual in recent years has had as influential a part in revenue 
legislation as has Dr. T. 8S. Adams, Professor of Political Economy of Yale University. 
For a number of years he has acted in an advisory capacity to various departments of the 
Federal Government in the drafting of tax laws. Selections from his recommendations 
to the Ways and Means Committee, a number of which were adopted in the Committee 
bill, are presented herewith. 


HE credit on earned income should be simplified, and 
made applicable to earned income regardless of amount. 
The justification of the credit on earned income is not 
founded on theory or philosophy. Personally, I do not 
believe that the so-called earned income can take any holier- 
than-thou attitude. If a wage earner or salaried man, to 
protect his family and provide for a rainy day, saves 
money, buys Liberty bonds, and thus 
acquires an interest income, I think 
the interest is—in theory—just as 
much entitled to consideration as his 
wages. 
But no more. Property income 
gets more consideration now. The law 
positively discriminates against earned 
income. It is in fact taxed much 
more heavily than _ so-called ‘“un- 
earned income.” The discrimination 
is not sentimental or trivial or occa- 
sional. On the contrary, it is heavy 
and regular; one of the glaring and 
major effects of the present income 
tax law. I should like briefly to enu- 
merate some of the ways in which 
this discrimination occurs: 
1. Capital gains are limited to 12% 
per cent, and this limitation of rate 
applies to stock dividends and to dis- 
tribution from depletion § reserves 
based upon recovery values. Think 
of it. If a man goes out and discov- 
ers a gold mine, he is allowed to take 
a deduction for depletion based not 
upon the cost and expense of the time 
and effort spent in discovering the 
mine, but upon its market value after 
it has been discovered. Then, if he 


secured by lien upon the property which he has sold. The 
man of service has much less latitude. Possibly he can safe- 
ly arrange for payment in two years, but ordinarily he can 
not with safety split the payment into five or ten annual 
installments. 
4. Then, there is the item of personal losses. The man 
who sells oil stocks, chewing gui, white spats, or any 
other form of property is properly 
and legitimately allowed a number of 
important deductions, the counterpart 
of which find no place in the income- 
tax return of the man of service. In 
the latter case the Bureau of Internal 
Revenue treats a large number of pro- 
fessional or trade expenditures as ex- 
penditures for personal capital and 
then denies deduction therefor. 

5. The individual who has talent or 
the fruits of experience and training 
to sell cannot as a rule avail himself 
of the tax advantages of the corpora- 
tion. The corporation pays no sur- 
taxes on the income which it saves 
and reinvests. It enjoys a number of 
collateral privileges, to which refer- 
ence has already been made. But the 
lawyer, or the preacher, or the col- 
lege professor, or the accountant who 
desires to preserve personal responsi- 
bility in his business, cannot incorpo- 
rate. Many of the movie stars do in- 
corporate. One of the greatest privi- 
leges of the corporation is the right to 
take deduction for the exhaustion or 
obsolescence of good will and related 
intangibles, frequently based upon.the 
skill or reputation of individual asso- 





forms a corporation to take over the 
mine, he can distribute the depletion 
reserve to himself and other stock- 
holders at a maximum tax of 12% per cent. 

But if he makes a great invention or writes a great book, 
or does something ten times as helpful to mankind as dis- 
covering a mine, he pays both normal tax and surtaxes on 
the fruits of his effort and talent. 

2. The owner of property has great leeway as to time 
when he sells. He can hold it for over two years and thus 
take advantage of the 12% per cent rate on capital gains; 
or if he has sustained a loss he can sell within the two 
years and take a full deduction for the loss. But the man 
who is selling his own ability must cash in day by day or 
take a loss, for which he gets no allowance at all under the 
income tax. The recipient of earned income has no two- 
year rule which he can juggle. 

3. Both the man who sells property and the man who 
sells his own service frequently have to cash in heavily in 
a single year, thus artificially swelling the surtaxes. But 
the man of property, if he is canny, can arrange for pay- 
ment in installments covering a number of years and well 
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ciated with the corporation—a privi- 
lege which in general cannot be uti- 
; lized by the individual taxpayer. 

6. The March 1, 1913, valuation represents one of the 
most potent sources of discrimination in favor of property 
and against human talent or ability as a source of income. 
If a corporation by reason of efficiency, probity, and fair 
dealing before March 1, 1913, built up a valuable good will, 
it would be entitled to deduct the March 1, 1913, value in 
case the good will was sold or otherwise lost. But the law- 
yer or actor or college professor enjoys no such privilege. 
The law goes out of its way to be “nice” to property. The 
basis for computing gains, losses, depreciation, or depletion 
in the case of property acquired before March 1, 1913, is its 
cost or fair market value on that date, whichever is greater. 
In the case of property it is heads I win, tails you lose. The 
statute has manufactured a great host of March 1, 1913, 
valuations—the most potent source of difficulty and abuse 
in income-tax administration—but only uses the difficult 
valuation when it is greater than cost. But personal capital 
built up by educational or research expenditure before or 
after 1913 gets no deduction. In the case of the man of 
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service as distinguished from the man of property it is 
heads I lose, tails you win. 

7. Depreciation and depletion allowances in connection 
with the “valuations” on which they are based, give rise to 
the greatest informal or collateral advantages (to the tax- 
payer) in income-tax procedure. Everybody knows that it 
is from valuations that the taxpayer has derived his great- 
est extra statutory advantages. Earned income is not re- 
duced by legitimate deductions based upon generous valua- 
tions. If I own a tract of land and somebody discovers an 
oil well on an adjoining tract, and I immediately sink an 
off-setting well in order to prevent the discoverer from 
draining the pool which we are both tapping, I am entitled 
to depletion for discovery value based upon the market 
value of my offsetting well at the time it was brought in or 
within thirty days thereafter. Offsetting wells, made to off- 
set discovery wells, nevertheless got a privilege inserted in 
the law to reward discovery. Discovery depletion is granted 
to three offsetting wells or perhaps ten where it is granted 
to one true discovery well. But the doctor who discovered 
a cure for sleeping sickness or arteriosclerosis could take 
no deduction for the cost of his laboratory materials used 
in making the discovery. 

8. Property can be given away and split up in various 
ways, with consequent reduction of the surtaxes. But a 
lawyer or preacher can not give to his wife as a household 
allowance his salary for the first half of the year and have 
this allowance taxed to his wife. Worst of all, gifts made 
before December 31, 1920, have as their basis for the com- 
putation of gain, loss, depreciation and depletion, or actual 
market value at the time of the gift. 

9. Dividends represent perhaps the most important form 
of property income. They are exempt from normal tax. 
Recent investigations prove that an investor in stock gets 
a larger income in the long run than an investor in bonds. 
If the investor is wealthy enough to diversify his invest- 
ments he can get a larger income from stocks than from 
bonds and have equal security. It seems reasonably clear 
that the buyer of stocks, particularly preferred stock, in 
large country-wide corporations is, with respect to his in- 
vestment, on an essential parity with the investor in bonds. 
Yet we exempt him from normal tax, and, on the whole, 
the reasons for this exemption seem stronger than the rea- 
sons against exemption. My sole point is that the exemp- 
tion from normal tax represents an allowance which has no 
analogy in the case of earned income. 

And I may add at this point that I have not the slightest 
objection to most of the so-called “privileges” extended to 
property income. With the possible exceptions of the 
allowance for discovery, depletion, and the rule basing de- 
preciation on March 1, 1913, value, they are thoroughly justi- 
fied from either the standpoint of reason or that of the 
necessities of tax administration. My point is simply that 
they result in a grave and material discrimination against 
earned income and that some offsetting credit of a general 
kind should be given to earned income, not to exalt earned 
income over unearned income but to place earned income on 
something like an equality with unearned income. 

If we are content to do approximate justice, in my opin- 
ion, it is practicable to devise a credit for unearned income 
which would be relatively simple in operation. Many 
forms of such a working credit could be devised. I suggest 
one below in the form of an amendment to Section 209 of 
the Revenue Act of 1924. * * * 

Earned Income 

Section 209 (a). For the purposes of this section: 

(1) The term “earned income” means wages, sal- 
aries, professional fees, and other amounts received 
as compensation for professional services actually ren- 
dered, but does not include that part of the compensa- 
tion derived by the taxpayer for personal services ren- 
dered by him to a corporation which represents a dis- 
tribution of earnings or profits rather than a reasonable 
allowance as compensation for the personal services 
actually rendered. 

(2) In the case of a taxpayer engaged in a trade 
or business in which both personal service and capital 
are material income producing factors a reasonable 
allowance as compensation for the personal services 
actually rendered by the taxpayer not in excess of 50 

per cent of his share of the net profits of such trade 
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or business shall be considered as earned income. (In- 
sert here additional provision discussed in the text 
above, if deemed expedient.) 

(3) If the taxpayer’s net income is not more than 
$5,000, his entire net income shall be considered to be 
earned income, and if his net income is more than 
$5,000, his earned income shall not be considered to be 
less than $5,000. 

(b) In the case of an individual the tax shall, in 
addition to the credits provided in Section 222, be cred- 
ited with 25 per cent of a portion of the tax which 
bears the same ratio to the tax as the amount of his 
earned income bears to the total amount of his gross 
income. 

(c) In the case of the members of a partnership the 
proper part of each share of the net income which con- 
sists of earned income shall be determined under rules 
and regulations to be prescribed by the Commissioner 
with the approval of the secretary and shall be sepa- 
rately shown in the return of the partnership and shall 
be taxed to the member as provided in Section 218. 

cs cd ok ok * ok ok 


Statute of Limitations Disregarded 


I hope the committee in some way will adopt a delicately 
worded provision which will direct or intimate to the Com- 
missioner of Internal Revenue that in the future he is, in 
good faith, to obey the present statute of limitations. 

At the present time the present Commissioner, like his 
predecessors—and I have no personal criticism here; I have 
great admiration for the character and intentions of all the 
Commissioners I have known—but all of them have, in 
practice, read out of the statute, in my opinion, in many of 
its most important applications, one of the most important 
provisions of the law, namely, that assessments should be 
made within four years. 

They read it out simply by requiring or making toward 
the end of this period an arbitrary or superficial assessment. 
I do not want to be misunderstood about this. That is done, 
in many instances, to the taxpayer’s great relief. In a good 
many instances, though not in the majority, the delay is 
due to the taxpayer. I am not misinformed on these 
points. 

But despite that, we find that it has become the general 
custom of the administration to let their difficult cases string 
along with the understanding in the backs of their heads 
that if they did not have all of the audits and examinations 
made that they wanted to have made at the expiration of the 
four years, they would put an arbitrary assessment on and 
get a waiver. 

I say that is wrong, and that you did not mean it, and it 
is not wholesome in its general effect. That is all I am 
interested in. 

It is not wholesome for this reason: Tax administration 
is never going to be perfect. You are never going to give 
to the Bureau of Internal Revenue all the money it wants 
to employ all the auditors it wants and to make all the 
kinds of examinations it wants. So the very first principle 
of administration ought to be this: We have four years; 
we have so much money; we have so many auditors. The 
only kind of examination .we can make is an examination 
which will cover all our tax returns and get our assess- 
ments made within four years, and that is the kind of 
examination they ought to make. They ought to lay their 
plans to be through with their work in a period of four 
years, and even that is too long. 

I say unconsciously they are not doing it, and I think you 
gentlemen either ought to adopt a provision of law prevent- 
ing the Commissioner from doing that, or see the Commis- 
sioner and ask him if he agrees with me that the net effect 
of that is bad. You ought to get his assurance that it will 
be discontinued. The practice of forcing waivers is re- 
sponsible for a lot of this delay, which to my mind is the 
worst feature of the present tax situation. 

I am not blaming anybody. I do not know how the 
United States government could have gotten for the Com- 
missionership of Internal Revenue better equipped men, 
men better in character and training and disposition than 
the three Commissioners that I have known. 

I know no better men, but despite that there have been 
interminable delays, due to faulty methods of administra- 
tion. 
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With reference to the request for longer tenure of office, 
and higher salaries for members of the Board of Tax Appeals 
and a larger appropriation for its work, Dr. Adams said: 


If any of you are in doubt about the genuineness of the 
evil that is portrayed there and the necessity for having 
higher salaries and longer tenure of office, I want to say, in 
my opinion, that nothing in the administrative sphere of 
the Treasury Department is so important as those two 
things. It is true—it is not simply talk, gentlemen, that the 
abler men engaged in tax matters today can go out and 
earn $15,000 a year without any trouble. You cannot expect 
to keep your good men; you are going to have constant 


elimination of the best men if you do not give them more 
money. 


I do not want to mention names, but one of the ablest 
and most productive members of the Board, to my personal 
knowledge, had a drawing account of $15,000 a year when 
he accepted a salary of $7,500 as a member of the Board. 
He came down there animated by some foolish idealism 
about public service that I preached to him when he was a 
student under me, and which at times in my life I have 
tried mildly to indulge in. There is a man within the sound 
of my voice who within the last two weeks has taken a 
salary of $6,000 in the service of the United States govern- 
ment, and who in his own firm had a drawing account of 
$12,000 a year, together with a share in the profits of the 
firm. He did that from pure desire to be of public service. 


The Solicitor of Internal Revenue is getting $6,000 a 


year, and he can get $20,000 any time he wants to leave 
the service. 


Those things are real and genuine, Mr. Chairman. You 
can keep the better men by giving them a little more salary. 
It is one of the fine things about these men that you do not 
have to offer them as much in the public service as they 
can make in private work. But the man has got to be 
assured that he will not be kicked out and humiliated and 
thrown on his own resources, through no fault of his own, 
some time in the future. You can get along with a salary 
of $10,000. I do not think you can get along with less. 


Questioned as to his opinion on the provisions that pro- 
hibits members of the Board of Tax Appeals from practice 
before certain bureaus for two years after they leave the 
Board, Dr. Adams replied: 


There I differ with most of my friends, I hate to do so, 
but I do. If you will authorize, in the case of all or a por- 
tion of the Board of Tax Appeals, a tenure during good 
behavior, and give them $10,000 a year, I should most cer- 
tainly prohibit them from practicing within five years after 
they leave the Board. 


Most of my friends disagree with me. I have watched 
this thing in the Treasury Department for many years. I 
personally believe that the popular impression that on the 
whole it exercises a bad effect to continually take men in 
there whom you expect to go out in the course of a few 
years is sound. It is subtle; you do not see it, but it is a 
bad influence, in my opinion. Do not misunderstand me. 
I think the very best practitioners you can get are the men 
who have been in the service, because I think their being in 
the service has given them something of the government’s 
point of view, which they can never lose. But I do believe 
their work in the Bureau is influenced, just before their 
getting out, very frequently in subtle ways, sometimes in 
ways they do not themselves appreciate, by this notion, 
“Pretty soon I am going to be on the other side of the 
bar.” I think it would be entirely appropriate, if you will 
give unlimited tenure and $10,000 a year, to say that the 


men who accept that provision have got to come in and 
make a life career of it. 


I am convinced that there is just one explanation of it. 
They give their men a life career. They dignify the posi- 
tion and the man goes there to stay. That is his life’s work, 
and it results in an absolutely different temper in the ad- 
ministration, a different atmosphere. 


As to the advisability of having appeals taken directly from 
the Board of Tax Appeals to the Circuit Court of Appeals 
of the United States, Dr. Adams said: 


I am in favor of that. I have watched the work of the 


Board very closely, gentlemen. It has been well done. It 
deserves recognition. 
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No group of men in Washington work harder, and I hope 
that you can do the things that have been requested; that 
is, provide longer tenure and permanent tenure, if possible, 
and a raise in salary up to $10,000. 


I want to take up a point that is very close to that. The 
one danger about the Board of Tax Appeals that I see is 
that it is going to be inundated; it is going to be over- 
whelmed with appeals. I think that is a real danger, a real 
weakness, and you ought to do everything you can to stop it. 


I have long been of this opinion—and as I have watched 
it the opinion has grown—that there ought to be in the 
Bureau of Internal Revenue a larger number of persons 
empowered to settle cases. 


This is not a theory. It is a conclusion reached from 
watching year in and year out how things work up there. 
The power to make assessments is centralized in one per- 
son, the Commissioner of Internal Revenue. He can not do 
it; you know that he can not. He must trust to subordi- 
nates, and it is about the subordinates that I wish to speak. 
The subordinate upon whom he chiefly relies is the Solici- 
tor of Internal Revenue, and the Solicitor of Internal Rev- 
enue has passed the point where he can consider all of 
those questions himself. He has got so mugh to do in a 
dozen and one capacities that he can not consider them all. 


He must delegate his power to a deputy or assistant 
solicitor. 


You go to a deputy solicitor and you thrash your case 
out. Possibly it is the one assistant solicitor, the solicitor’s 
right-hand man. He is a very good man, but he can not 
and does not and will not, in the long run, settle these cases 
as if he were a Commissioner. He hesitates to take the 
responsibility. 


Favors Quick Tax Settlements 


There ought to be, in my opinion, at least six men—let us 
call them deputy commissioners—charged with the power to 
settle these cases. 

The sole point is this: I think what is needed is some 
sanction from Congress to have somebody in the name of 
the Commissioners of Internal Revenue take the respon- 
sibility in these cases. 

The thing that creates delay as much as anything else is 
the enormous amount of money frequently involved. Some 
small, narrow, technical point may mean $1,000,000 for the 
government or against the government and there may be in 
a single case twenty-five such points. That is an exag- 
geration. Usually there are not twenty-five, but there may 
be a number of them. 

These men hesitate to take the responsibility. They are 
going to be criticised. There is not any definite, clear law 
on a number of these points, gentlemen. Complexities un- 
believable are thrown up by the score in the excess-profits 
tax cases, and if you wait to thresh out all these questions it 
will be ten years from now, at least, before they are an- 
swered one by one. 

That is the situation in reality in a lot of these compli- 
cated cases and subordinates hesitate when their decision 
may involve the payment of two or three million dollars to 
the taxpayer. The subordinate fears he may be criticized. 
If he decides the other way, the taxpayer may go after his 
scalp. He may go to the President or the Secretary of the 
Treasury and complain about the man who has simply done 
his duty as he saw it. 

The neck of the bottle is now too small. There ought to 
be a number of deputy commissioners. They ought to have 
long tenure and a high salary, and they ought to be auth- 
orized to settle cases. And Congress, you gentlemen, ought 
to know that they are settling the cases and are taking the 
responsibility in these big things; that they are making 
decisions promptly, and decisions frequently that involve 
$1,000,000 this way or that. 

There is no other way I know of to take care of that 
situation. The thing that causes the delay is the fear in 
the Treasury Department that if they do that, Congress 
will criticize it. There ought to be a clean up settlement 
commission that will get rid of the hang-over 1916 and 1917 
cases. I do not know how many of that kind there are. 
But I know that I meet with them every day. They are 
still left, they are still being slowly threshed out at a rate 
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Economics of Estate Taxation 


Discussed by Dr. Seligman 


Dr. Edwin R. A. Seligman, McVicker Professor of Political Economy at Columbia Uni- 
versity, 1s an internationally recognized authority on taxation, especially on the economic 


effects of various forms of tazes. 


A few years ago he was chosen by the League of Nations 


to serve on a committee to work out a plan for elimination of international duplicate 


taxation. 


From Dr. Seligman’s statement to the Ways and Means Committee a selection 


has been made, principally of those parts bearing upon the Federal estate taz. 


E read a great deal in the newspapers nowadays 
about business and the influence of taxation upon 


business and the deleterious and disrupting influence 
of excessive taxation on business. That is a perfectly 
legitimate point of view. 


As an economist, I should be the last one to deprecate 
the influence of business in the community. We all know 
that if business men are not prosper- 
ous the country is not prosperous, and 


a little bit too much in some respects—only in a few respects 
—the attitude of the business man rather than the attitude 
of the impartial representative of the community as a whole. 
With most of the things that Secretary Mellon has stood 
for and tried to do, even in taxation, I agree heartily. I 

think he has done admirable work. 
But there are some few things I do not agree with, and 
one of them I shall touch on in the 





we all know that the repercussions 
from the tax on business are wide- 
spread throughout the Nation. 


What I want to emphasize as pre- 
liminary to what I want to say is that 
for you gentlemen, as Representatives 
of the Nation, there are other things 
to consider; there are other interests 
in the country besides business inter- 
ests, important as they are; there are 
other individuals in the country be- 
sides business men. 


The business men are producers, of 
course, but there are other producers 
who are not business men, and we are 
all consumers. The problem of taxa- 
tion is as much a problem of con- 
sumption as of production, and if you 
center your views simply upon busi- 
ness interests, important though they 
are, you are not doing your duty by 
the country as a whole. 





As an illustration of that, look at 
the widespread movement a_ few 
years ago, fermented by the business 
men, perfectly legitimate, of course, and 
perfectly sincere—that widespread movement in favor of the 
sales tax. That was defeated; you gentlemen decided against 
it, and rightly so, in my opinion. But why? Because you felt 
there were other interests than business interest. There 
was the interest of the farmer who is only to a small ex- 
tent primarily a business man. There was the interest of 
the laborer; there were all these other classes. 


You decided, therefore, for the community as a whole 
that that would be unwise. 


_ Now, I say in these problems you are going to take up 
in the next few weeks you have to continually bear in mind 
that there are all sorts of economic interests in a complex 
community like ours, that you cannot defer to the judgment 
of any one class in the community without considering the 
manifold effects and influences on the system as a whole 
and upon the country as a whole. 


I wanted to say that because I have the greatest possible 
admiration for the Executive in this country and our 
remarkable Secretary of the Treasury. I think he is a very 
remarkable man; I think he has done a great many fine 
things. I think that seme of his reports are exceedingly 
worthy of attention. 


And yet I can not go the whole way with him in some 
things, because it seems to me that he perhaps represents 
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beginning, in speaking of the estate 
tax. 

I shall speak first of the inheritance 
tax. The problem before you is as 
to whether you should abolish the es- 
tate tax for Federal purposes. There 
are all manner of arguments that have 
been brought forward for that, some 
less good and some more good. 

One of the arguments for it, for 
which I think also in all events cer- 
tain members of the Treasury stand, 
it seems to me to be a little doubtful 
because if that argument were pursued 
to the extreme it would mean the abol- 
ishments of all estate taxes. Federal 
and state as well. 

I am referring to the objection that 
was made, I think, before your commit- 
tee a few days ago that an estate tax 
is in itself something wrong; that it is 
not democratic; that it is not economic 
to tax capital; that it is going to de- 
stroy the goose that lays the golden 
eprs etc. 

And yet we all know as a matter of 
fact, that, if that argument were true, 
all of our states would have to abolish 
estate taxes, or the inheritance tax, and 
there is no such movement, so far, as I can see, in this 
country. 


In other words, some of the arguments at least that have 
been propounded to induce the Federal Government to 
relinquish the estate tax go too far—because if carried to 
the extreme they would mean no inheritance tax at all. 


I need not point out to you that that is a point of view 
both theoretically and practically wrong. As estate tax is 
the result of one of the modern democratic movements in 
the world; it is found wherever we have democracy. It 
was found first in Australia, then in Switzerland, then in 
England, and then it came to this country. Wherever we 
have democracy we have two things—we have an ‘income 
tax and we have an inheritance tax. The arguments in 
favor of one are just as good as the arguments in favor of 
the other. 


There are two kinds of taxes on capital. One kind is a 
tax levied according to capital, and that is paid out of the 
income on capital. The other kind is a tax like the capital 
levy that they are talking about in France today, and have 
in Italy, which is a tax not alone levied according to capital, 
but supposed to be paid out of capital. Our estate duty is 
really neither one nor the other. A proper kind of in- 
heritance tax, which is not so high as to take all of it or 
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the greater part of it away, is going to be paid out of the 
income of the estate. We have five years in which to pay 
it in this country; in some countries it is seven years. If 
you look at the statistics carefully you will find that the 
tax on all the estates in this country is only a very small 


part of the income from all of those estates during those 
years. 


Not Ordinarily Paid Out of Capital 


So that it is a tax levied according to capital and not paid 
out of capital except in a very few cases, where the tax has 
been very high and where the trustees or executors of an 
estate have had to sacrifice property in order to pay the tax. 
As you all know, that has been guarded against here as it 
has everywhere else in the world by people insuring them- 


selves, taking out insurance premiums against the estate 
tax. 


In the second place, the argument that it is a tax on capi- 
tal, with which you are going to kill the goose that lays the 
golden eggs, is an entirely mistaken assumption, because it 
assumes that all governmental expenditure is unproductive. 


What does the government do with it Suppose the gov- 
ernment builds roads—you are giving away to the states 
$150,000,000—suppose the government builds good roads, 
suppose the government builds schoolhouses, or suppose the 
government builds Panama Canals, or that the government 
does a thousand and one other things. You are not de- 
stroying any capital; you are simply shifting capital into 
the hands of private individuals to another form of capital, 
and the problem simply comes down to this: Is it wiser 
for the community as a whole, under certain conditions, to 
leave the money in the hands of the people, private indi- 
viduals, or to spend it for the community as a whole? In 
some cases, of course, it is extravagant and foolish to go 
over from private to public expenditure; in other cases it is 
the opposite. 


You gentlemen are concerned with public expenditure; 
you have to raise money for Federal expenditures, and our 
expenditures are supposed to be, they are, and ought to be 
for productive purposes. If so, this whole cry against an 


estate tax because of the capital idea seems to me besides 
the mark. 


Now, the first argument that has been put forward is 
that all the states need it and the Federal Government does 
not need it. Even if that argument is true—and I do not 
think it is—but even if it is true, it can be met, as I shall 
show in a moment, by the Federal Government remaining 
in the field, adopting or expanding the plan which your 
honorable chairman proposes and making a certain rebate 
to the states. 


But before going into that let us look for a moment at 
the question. Do the states need it more than the Federal 
Government? 


Of course, all taxes are difficult things to endure. Every 
form of government would like to have more money than 


it has. We have all sorts of difficulties in the state gov- 
ernments, but we have also some difficulties in the Federal 
Government. 


I think we have all heard a great deal in the last few 
years about the excessive burdens of the Federal Govern- 
ment; we hear a great deal about over-taxation in the states. 
But on the whole, certainly during the last decade or so we 
have heard more about over-taxation and excess taxes in 
the Federal government. 


That is, of course, largely due to the war. If you will 
look at the census figures carefully you will find that, on 
the whole, the Federal expenses in time of peace are grow- 
ing more than our state and local expenses. It was not 
always so. There was a time twenty or thirty years ago 
when our local expenses were growing faster than the Fed- 
eral expenses. I made a little computation based on the 
census report a little while ago and I found that while the 
relative proportion about twenty years ago was only 30 per 
cent for the Federal Government, the state and local gov- 
ernments raising in time of peace about 70 per cent of all 
the taxes in the country; that.even after we have reduced 
our taxes as you propose to do by two or three or four 
hundred million dollars a year, coming down to what. is 
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pretty close to a peace basis of $3,000,000,000, that it would 
be nearer 40 per cent. 


You can see why that is. It is because, with the develop- 
ment of the economic life in this country more and more, 
and of all nations we are becoming an economic nation, and 
with national economic institutions, corporations that deal 
with the whole country as a market, instead of dealing with 
a locality or a state. 


But whether we like it or not, what is happening is that 
we are gradually in this country coming a little closer to 
the condition in some of the other great countries; we are 
helping out the states. You are doing it now with refer- 
ence to $130,000,000 or $150,000,000 for roads; you are do- 
ing it with education; you are doing it in vocational instruc- 
tion and in maternity and the demand is getting greater 
and greater. 


That is not due to a breakdown of state integrity, but it 
is simply a fact that our economic life is getting to be a 
national life and the nation is better able to do things than 
the states. 


In Canada, as you no doubt know, the nation as a whole 
comes to the support of the states to a very much greater 
extent than we do. In fact, the whole theory is entirely 
different. Here all of us have been brought up in the idea 
of state sovereignty and that only what is given to the 
Federal Government belongs to it. 


The Canadian theory is entirely different. It is the cen- 
tral government there which is the repository of powers and 
the states have only those fiscal powers that are granted 
to them. Here we have an entirely different system. So it 
is in South Africa, in Australia, in Germany, and in Switz- 
erland. 


My point is that from the point of view of what is 
needed it would be hazardous entirely to abandon all of 
the inheritance taxes because, although we do not get 
much out of them—only $110,000,000—we might get a great 
deal more; other countries get a great deal more. In pro- 
portion as you get something out of our Federal inherit- 
ance tax, you can reduce the income tax and reduce the 
other taxes. You have to take the system as a whole. It 
is always a bad thing to keep all your eggs in one basket. 
That is true of the Federal Government as well as of pri- 
vate industries. 


Entirely apart from the question whether the Federal or 
the state government needs it more, as to what the relative 
resources of the state and government are, and why you 
ought to go a little slow in abandoning this method of 
taxation. 


Of course, the Federal Government has tariff duties, cus- 
toms duties which the states can not touch, but they only 
amount to about half a billion dollars and in the present 
temper of all you gentlemen I do not think we can expect 
a great deal more from that in the course of the next 
decade or generation. 


You may say, “Oh, well, the Federal Government has the 
vast field of internal duties.” 


We used to think that that was true, and that the states 
were inhibited from going into that. But what has hap- 
pened? What is going on under your eyes at the present 
time? Almost every state in the Union—I think there are 
thirty-odd now—is levying a tax on gasoline. We are get- 
ting immense revenues and the automobilists are kicking at 
it, etc., but the state governments have now entered upon 
a field which, until recently, was supposed to be reserved 
to the Federal Government. 


For that matter, state governments as well as the Fed- 
eral government levy an income tax. The states have a 
source of revenue which the Federal Government can not 
touch under our Constitution, the whole mass of real and 
personal property, which is the basis of the general prop- 
erty tax over the length and breadth of this land. The Fed- 
eral Government can not touch it. It could under the con- 
stitutional provision; of course, it never would, because that 
would mean that a man in Mississippi on a $10,000 farm 
would pay just ten times as much as a man in Massa- 
chusetts with a $10,000 farm, because taxes have to be 


apportioned according to representation not according to 
wealth. 
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The burden of this argument is that we must not endeav- 
or, as we did 75 years ago, to say that certain sources of 
revenue belong to the Federal Government and that certain 
sources of revenue belong to the states. We have passed 
beyond that period, as every other Federal Government has. 
In other words, what we have to do is to look at the prob- 
lem of the tax burden upon the individual as a whole and 
then say, “How are you going to adjust this total burden 
of the taxes? What taxes had better be levied by the 
localities, such as real estate? What taxes had better be 
levied by the states? What taxes had better be levied by 
the Federal Government? 


Fiscal Needs of States 


I now come to my conclusion on that point. Granting 
all that is claimed for the needs of the states—and of course 
I should be the last to deny the fiscal needs of the states, 
because some of us are in a very bad position since the 
Eighteenth Amendment. We use to get immense revenues 
in many of our states from liquor and liquor licenses, and 
all that has been swept away and has only been to a very 
slight extent replaced by the tax on gasoline. The states 
are in a very bad way, I concede. 

Let us see whether a method can not be devised which 
will satisfy the states so far as the fiscal needs are con- 
cerned, and which at the same time will destroy all these 
miserable results of our present system of state inheritance 
taxation. 


I need not dwell, gentlemen—you all know them better 
than I do—on the troubles of our state inheritance taxa- 
tion. There is no uniformity. Some of the states are a 
little better than others, but we are all human beings and 
each of us is looking after our own interests. We do not 
always think of the other man. Some states, even like the 
much-to-be-admired State of Florida, go so far as to invite 
all of the rich men of the country to come down there and 
they say, “We will not levy either an inheritance or an 
income tax.” 


The result of the situation is that we have duplicate, trip- 
licate and quadruplicate taxes. We all know of cases of 
estates of deceased people in the last few years that have 
had to pay two, three, four and five times over on the same 
thing. Everyone agrees as to that. 

The people in the states who advocate estate taxes are 
thoroughly alive to that fact and they say, “Leave it to us 
in the states and we will settle our house.” Very well; but 
are they doing so? Is it safe for us to rely upon promises, or 
ought we not to look for achievements? I say frankly, 
if the states can all come together and agree on a proper 
method of interstate comity, then the argument for a reten- 
tion of a Federal tax would be far less great than it is today, 
although there still would be strong arguments. 

Even assuming there were not any Floridas and Nevadas 
and Districts of Columbia—and where there are one or two, 
there will soon be eight or ten—I should still say, “Go 
slowly in letting the states manage it.” Why? Well, for 
two reasons: 

One is that this country is getting to be a creditor coun- 
try instead of a debtor country. That is, we all know what 
is happening in that respect. We read in the papers this 
morning of the millions of issues. I saw some German and 
Italian issues mentioned in the papers. They are lending 
money by the billions, and therefore our rich men will more 
and more be holding in their portfolios and our banks will 
be holding paper from France, Germany, Italy and every 
other country in the world. ; 

What is going to happen with reference to duplicate taxa- 
tion, not within the states, but international duplicate taxa- 
tion? 

As you know, gentlemen, I was called over by the League 
of Nations a few years ago, with some others, to help advise 
them on that great problem of international duplicate taxa- 
tion. It is a big problem. 

But our states can not do anything with foreign nations. 
No state can make a treaty with a foreign nation. The only 
authority in this country that can deal with foreign nations 
fiscally is the Federal government. 

If you have a system of state inheritance taxes, in pro- 
portion as our rich men in Chicago, in Boston, in New 
York, in Baltimore, all over the country, own property 
abroad, you are going to have precisely the same difficulties 
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there that we now have between our states and you are 


never going to get rid of it under a system of state taxa- 
tion. 


In the second place—and still more important than that— 
I know I am treading there upon very delicate and political 
grounds, but I will try to keep off the politics—there is the 
question of the tax-exempt bond. We are gradually devel- 
oping in this country precisely the same thing that brought 
France to its ruin under the ancient regime. In France it 


was the immunities from taxation that caused the revolu- 
tion. 


What do we do? We now have all of our Federal bonds 
tax exempt so far as the states are concerned and all of our 
state and municipal bonds—$14,000,000,000 of them now, 
and increasing every years a million or two—tax exempt. 

We do not seem to be able or your gentlemen do not 
seem to be able to agree upon a method which is going to 
prevent this country from lining up into two great social 
camps. It is bound to come if you go on in this way. 

We are going to have a mass of people who pay taxes 
and a mass of people who do not pay taxes. That is what 
we are headed for under our present system, and I think it 
is in that field that the Secretary of the Treasury is doing 
admirable work in trying to bring about a change. But for 
one reason or another—I do not say why—it is difficult. 
You can overcome that difficulty by an estate tax, because 
when you levy the tax on the estate as a whole you do not 
have to deduct your Federal or your state or your municipal 
bonds. You can catch that tax-free fellow in that way. 
States won’t do it and can not do it. 

Therefore, if there were no other reasons for a Federal 
estate tax, I should say it ought to be first to secure justice 
as between man and man, not to have one man taxed two, 
three and four times, because if he invests in German and 
French and Italian bonds he would be taxed here upon his 
own estate, and then again in Italy, again in Germany and 
again in England, etc. 

That would be one reason. The other reason is that you 
are going to stem this very dangerous and swift tide toward 
what I think is social disintegration in this country. 

I might add even one more reason, although really it is 
of a minor ‘character. Everyone who talks to you about a 
system of taxation, if he has thought of it in a broad way, 
will say, “The reason why certain taxes are paid by the 
locality and certain taxes are paid by the state and certain 
taxes are paid by the Federal Government is according to 
what is best suited for that division of government. A real 
estate tax is best for a city. Certain other taxes are not so 


good. An income tax would not do for a city tax, because 
you can not localize it. 


What happens to estates? Even in the State of New 
York, which is our largest state, I find, in looking at the 
figures, that the basis is so variable that it has varied over 
300 per cent; that is, the income from the estate tax has 
varied over 300 per cent, and therefore it makes it, from my 
point of view, a poor tax to rely on, even for state purposes 
in a primary way. There was one year, when we got 
$8,000,000, and the next year we got $17,000,000. Another 
year we got $11,000,000 and the next year we got $23,000,000. 

In other words, the number of rich people that die within 
a state varies so much from year to year, but in the coun- 
try, as a whole, as the insurance companies find, it evens 
up, and therefore, under a well-devised Federal tax, you 
have—as you have in England, as you have in France, as 
you have in all the other countries—a revenue which does 
not vary but a few hundred thousand dollars from year to 
year. Therefore, from the point of technical financiering, 
from the point of view of elasticity of the revenue, an 
inheritance tax ought to be a Federal tax rather than a 
State tax. 

But now we come to the last point, and with that I shal? 
close this part of the argument. Granted that all of the 
states behave themselves and there are no more Floridas 
and Nevadas, what can you do to satisfy their real legiti- 
mate fiscal means? 

There you have the avenue of escape, which is that in- 
genious method designed by your Honorable Chairman. I 
think it sprang out of his fertile brain as Minerva did from 
the head of Jove. I do not remember having seen it before. 


(Continued on page 446.) 
































































































































































































































































































































































































































































































































































































Tax Revision Features of Ways 
and Means Committee Bill 


and Means Committee, a substantial reduction 

has been made in the normal tax rates and in the 
surtax rates on incomes of $42,000 and over. 

The normal tax schedule provides for a levy of 
11% per cent on the first $4,000 of taxable income, 3 
per cent on the next $4,000 of such income and 5 
per cent on all income above the first $8,000 of 
taxable income. Taxpayers are also benefited by 
an increase in personal exemptions from $1,000 to 
$1,500 for single individuals and from $2,500 to 
$3,500 for married persons or heads of families, and 
an increase in the limit on which a deduction of 
25 per cent may be made for earned income from 
$10,000 to $20,000. The earned income allowance 
on amounts between $10,000 and $20,000 would 
apply to surtaxes as well as normal taxes. Surtaxes 
begin as at present with 1 per cent on incomes of 
$10,000 to $14,000, and continue up to a 20 per cent 
maximum. Surtax on income rates up to $42,000 
are left the same as under Act of 1924. 

Above that amount the schedule would operate 
as follows: 
eS ,300 om $42,000 and 14 per cent additional on $42,000 to 
"$280 860 on $46,000 and 15 per cent additional on $46,000 to 
. = po on $50,000 and 16 per cent additional on $50,000 to 


[ the proposed revenue bill drafted by the Ways 


000. 

‘8, 060 on $60,000 and 17 per cent additional on $60,000 to 
000. 

$6, 760 on $70,000 and 18 per cent additional on $70,000 to 
000. 


$80 

$8, 560 on $80,000 and 19 per cent additional on $80,000 to 
$100,000. 

$12,360 on $100,000 and 20 per cent additional on amounts 
above $100,000. 


The total of taxes on specified net earned incomes 
and surtaxes for the head of a family with no de- 
pendents, under the reductions made by the com- 
mittee, works out as follows: 


Net Net 
Income 1924Act Proposed Income 1924 Act Proposed 


$ 5,000 $ a 50$ 1688 $ 26,000 $ 1,737.50 $ 1,278.75 
6,000 7.50 28.13 28,000 2,017.50 1,538.75 
7,000 37 50 39.38 30,000 2,317.50 1,818.75 
8,000 127.50 56.25 32,000 2,637.50 2,118.75 
9,000 167.50 78.75 34,000 2,957.50 2,418.75 

10,000 207.50 101.25 36,000 3,297.50 2,738.75 
11,000 267.50 131.25 38,000 3,657.50 3,078.75 
12,000 337.50 168.75 40,000 4,037.50 3,438.75 
13,000 407.50 213.75 5,027.50 4,368.75 
14,000 477.50 258.75 6,137.50 5,358.75 
15,000 557.50 311.25 7,367.50 6,408.75 
16,000 637.50 363.75 8,677.50 7,458.75 
18,000 817,50 483.75 11,577.50 9,658.75 
20,000 1,017.50 618.75 14,877.50 11,958.75 
22,000 1,237.50 618.75 y 18,537.50 14,358.75 
24,000 1,477.50 1,038.75 100,000 22,617.50 16,758.75 


The Ways and Means Committee bill makes no 
change in the present corporation income tax of 12% 


per cent or in the capital stock tax. 
is stricken. 

The proposed Federal estate tax rates range from 
1 per cent to 20 per cent, instead of to a maximum 
of 40 per cent, as provided in the Revenue Act of 
1924. The committee nullified the effect of existing 
taxes on estates by deciding to permit estates of 
persons dying since June 2, 1924, when the present 
law became effective, to be taxed under the rates 
of the 1921 law, but with an added credit, not in that 
law, of 25 per cent on the Federal tax because of 
inheritance taxes paid to states where the owners 
of estates died. 

The reductions granted under such a change 
would apply to all estates settled between June 
2, 1924, and the effective date of the inheritance 
rates the committee has agreed upon for the new 
tax revision bill. Hundreds of estates are now be- 
ing wound up whose owners have died since the 
1924 bill became law, and all of these would be 
entitled to the benefits, including refunds, if the 
taxes already have been paid. Should this retro- 


active feature be approved by Congress, refunds 
would amount to millions. 


The gift tax 


Revenue Reduction of $336,236,000 


The Ways and Means Committee bill provides 
for tax reduction totaling $336,236,000, according to 
a revised estimate made by Joseph S. McCoy, Treas- 
ury actuary. The estimates of the reductions in the 
various general tax classifications follow: 


Income and surtaxes 


$193,575,000 
Estate tax 


20,000,000 
2,000,000 
12,000,000 


Excise taxes 
Occupational taxes 
Stamp tax, deeds and conveyances 


$336,236,000 

The $20,000,000 estate tax loss figured by Mr. Mc- 
Coy is due almost entirely to the retroactive action 
of the committee in making estates paying taxes 
under the 1924 rates benefit by the 1921 rates, with 
an added credit of 25 per cent for inheritance taxes 
paid to the states. The new estate rates to go into 
effect in 1926 will not reflect a loss for a year. Chair- 
man Green estimates that the retroactive feature, if 
approved by Congress, will cause a revenue loss 
nearer $30,000,000 than $20,000,000. 

The $12,000,000 tax taken off cigars reduces the 
levy on the small size from $1.50 to 75 cents a thou- 
sand. It will reduce the tax on Class A cigars 
from $4.00 to $2.50; on Class B cigars from $6.0 
to $4.40; on Class C cigars from $9.00 to $7.00; on 
Class D cigars from $12.00 to $10.50; on Class E 
cigars from $15.00 to $13.50. 
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The rate on passenger autos was reduced from 5 
to 3 per cent. Among the excise taxes repealed 
were those on automobile trucks, tires and acces- 
sories, cameras and lenses, photographic film and 
plates, fire arms (excepting pistols and automatic 
revolvers) and ammunition, cigar holders and smok- 
ers’ articles, coin operated machines, mah jongg 
sets, art works, jewelry. The taxes on the follow- 
ing occupations are repealed brokers’ (including 
pawn, ship and customs brokers), billiard and bowl- 
ing alley proprietors, shooting galleries, riding 
academies, automobiles for hire, tobacco manufac- 
turers, yachts and motor boats. 

The repeal of the tax on tires and automobile parts 
does not apply when sold with an automobile. 

The stamp tax on deeds and conveyances for a 
fraction of $500 is also stricken in the committee 
bill. 

In addition, the tax on physicians dispensing nar- 
cotics was reduced from $3 to $1 a year. Al- 
though the committee allowed the tax to remain on 
admissions and club dues, they voted to remove the 
tax on the “legitimate theatre.” This exemption 
was voted on condition that a section allowing 
the exemption could be framed to meet the approval 
of the Treasury Department. 


The committee voted to give the members of the 
Board of Tax Appeals life tenure and voted to in- 
crease their salaries from $7,500 to $9,000 per 
annum. A clause provides that no member who 
has been removed for misconduct shall be allowed 


Significant Decisions of the Board of Tax 
Appeals 


Affiliation—A corporation, the shares of which were 
divided equally between two individuals, was held under the 
Act of 1918 not to be affiliated with a second corporation in 
which the holders of the stock in the first corporation 
jointly owned three-fourths of the stock in the second cor- 
poration but had no actual control over the remaining shares 
which were held by one owner.—Appeal of Ditter Bros., 
Inc. Dec. 679. 


Burden of Proof.—In the Appeal of Edward M. Law- 
rence, the question involved was whether assessment of a 
deficiency was barred by the statute of limitations. The 
Board held that the burden of proof was on the taxpayer 
and approved the Commissioner’s determination. 


Community Property.— Where partners who invested 
separate property in a mercantile business have agreed upon 
salaries which are reasonable in amount, the distributive 
share of the partnership profits in excess of such salaries 
is not community property under the laws of the State of 
Washington.—Appeal of Julius and Rebecca D. Shafer. 
Dec. 777 


Constructive Income.—Salary credited to the taxpayer on 
the books of the corporation by which he was employed for 
the year 1920, but which was not available to him for that 
year was held not to have been constructively received and 
hence not taxable in the year 1920. The appellant made his 
return on a cash receipts and disbursements basis.—Appeal 
of Walter L. Hopkins. Dec. 738. 


In the fall of 1919.the taxpayer for herself and four chil- 
dren contracted with a real estate agency to sell a certain 
tract of land. Final settlement by the purchaser was made 
with the agency March 1, 1913, but it was not until 1922, 
after court proceedings contingent upon a receivership in 
which the agent was involved, that the taxpayer received the 
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to practice before it and that every member who 
has resigned must wait four years. 

The committee declined to extend the jurisdiction 
of the Board of Tax Appeals to refunds, and voted 
against converting the Board into a court. 


Abolish Solicitor’s Office 


Another important step was taken in abolishing 
the office of Solicitor of Internal Revenue, which, 
according to the bill, would be replaced by that of 
General Counsel of the Internal Revenue Bureau, 
with a salary of $10,000 a year. Provision is made 
for the appointment of six Deputy Commissioners 
of Internal Revenue at salaries of $8,000 and with 
ten-year terms. 

At the head of the new deputy commissioners 
would be the new General Counsel of the Internal 
Revenue Bureau. The office of Solicitor of Internal 
Revenue now is under the Department of Justice, 
but the committee voted to divorce the new general 
counsel from that control. The committee was 
unanimous in increasing the salary from the present 
$6,000 to $10,000, and it is said, had Mr. Gregg, 
present Solicitor of internal revenue, in mind when 
it did so. It is known that he has been offered a 
large salary in more than one instance if he would 
leave the Internal Revenue Bureau. 


This new administrative departure conforms with 
the recommendations of Dr. Thomas S. Adams, 
economist of Yale University, published elsewhere 
in this issue. 



















proceeds of the sale, which included cash and mortgage 
notes. The Board sustained the Commissioner in holding 
the proceeds to have been constructively received in 1920, 
when the deed was delivered to the purchaser of the land, 
and the gain subject to tax in that year and not in 1922 
when it actually came into the possession of the taxpayer. 
—Appeal of Julia L. Strauss. Dec. 754. 


(Continued on page 450.) 


Railroads Claim Large Overassessment on 
Their Property in Nebraska 


OLLECTION of more than 75 per cent of the 
¢° taxes levied against them in the various counties 
of the State of Nebraska has been enjoined in Fed- 
eral Court by the Burlington, Missouri Pacific, 
Rock Island and Northwestern railroads, and not 
more than 60 per cent by the City of Omaha. The 
Union Pacific declined to join in the injunction 
proceedings. 


The State Board of Equalization had previously 
refused a proposal by the roads to pay 75 per cent 
of their taxes and avoid a law suit. The Burlington 
and Northwestern have similar cases in the Federal 
Court running back to 1921. The others are new 
entries in the litigation. The basis of the complaint 
is that the railroads are assessed at a higher per- 
centage of actual value than farm lands. 

The resistance to high state and local taxes by 
the railroads is probably partly due to the fact that 
a considerable portion the taxes they pay goes 
to maintain and build new highways and, conse- 
quently, benefit their chief competitors, the motor 
bus and motor truck. 

































































































































































































































































































































































HE most general criticism of the Ways and Means 

Committee Revenue bill arises from the increases made 
in personal exemptions and the reductions in the normal tax 
rates. There are many who, though benefited by a reduc- 
tion, are of the opinion that the normal tax rates under the 
Revenue Act of 1924 cannot reasonably be considered 
burdensome and are no more than is desirable to stimulate 
interest in the affairs of the Federal Government and the 
manner in which Government funds are expended. On the 
other hand, abolition of the excise taxes, which are indirect 
taxes and possibly subject to pyramiding when passed on to 
the consumer, is viewed as being of substantial benefit to 
the public at large. The Ways and Means Committee chose 
to retain some excise taxes that are certain to meet with 
attack when the bill is presented to Congress for con- 
sideration. 


The precise attitude that the Democrats will take on tax 
revision is still uncertain. The results of private confer- 
ences between various Democratic leaders points to the 
probability that they will make their chief appeal to the 
public through demand for tariff reduction. It will be con- 
tended that a cut in excessive tariff protection is now the 
most important legislative benefit: which can come to the 
average consumer. 

Unless tax reductions are made more drastic than indi- 
cated by the Ways and Means Committee bill, it is prob- 
able that the new rates applicable to individuals will be 
made retroactive to apply to the year 1925. It is ex- 
pected, on the other hand, that the excise tax eliminations 
and reductions will not be retroactive any further back than 
January 1, 1926, and probably will not go into effect until 
the date of the enactment of the new bill. The provision 
making the committee estate tax rate date back to June 2, 
1924, is certain to meet with strong resistance, and the out- 
come on this feature is decidedly uncertain. 


While Under Secretary Winston stated before the Ways 
and Means Committee that Section 220 under the Revenue 
Act of 1924 really has “teeth,” so far as known there has 
been no change of policy with reference to enforcement of 
this pénalty clause. In fact, as Secretary Winston stated, 
the Treasury Department has not yet begun a check on cor- 
poration returns for 1924. No change in policy with refer- 
ence to enforcement of this penalty section has been an- 
nounced. od 


The Bureau of Internal Revenue is anticipating a deluge 
of refund claims by corporations as a result of the decision 
of the Board of Tax Appeals in the Appeal of General Con- 
struction Company holding that, for the purpose of comput- 
ing the excess profits tax in the years when that tax was 
levied, the invested capital should not be reduced in the year 
that the excess profits and income taxes for the preceding 
year became due and payable. No immediate burden on 
the Bureau of Internal Revenue, aside from the perfunc- 
tory filing of claims, is anticipated, since an appeal to the 
courts will be taken and the final decision of the United 
States Supreme Court may not be rendered for a year or 
more, 


The amount of refunds which would be made in case the 
Board decision is upheld by the United States Supreme 
Court have been greatly over-estimated, in the opinion of 
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C. R. Nash, assistant Commissioner of Internal Revenue. 
While no exact figures have been made by Mr. Nash, he is 
of the opinion that the decision, if the Board’s is upheld, 
would not involve any more reimbursements to taxpayers 
than that of the Supreme Court in holding stock dividends 
non-taxable as income. Actual refunds under that decision 
totaled about $70,000,000. 


In the budget upon which reduced revenue requirements 
for the Government are based, no provision is made for 
expenditures for new public buildings, an outlay which has 
been deferred since before the World War. Yet Chairman 
Martin B. Madden of the House Committee on Appropria- 
tions announces that Congress will make appropriations 
for needed public buildings and other capital improvements 
both in Washington and the country at large. It is not 
at all singular that there is much speculation in Wash- 
ington as to how funds for this purpose are to be obtained 
if provision for revenue is cut down to the mere current 
expense requirements, and even further if provisions as 
now drafted are an index of the final revenue bill. 


In view of the past history of revenue legislation, the 
House of Representatives must needs get all the joy that 
arises from the constitutional prerogative of initiating rev- 
enue measures before the Senate gets into action on the 
measure. 

Already there have been intimations of Senatorial con- 
tempt of some of the tentative House provisions. Despite 
the open resentment of House members against liberties 
taken with its revenue measures, the Senate not only 
reserves the right to mangle a House revenue bill, but even, 
as in 1924, to ignore it, and write an entirely new one, 
It will be remembered that the conference bill which became 
the Act of 1924 was virtually a revised Senate bill. 


While prospects are that the measure submitted to the 
House by the Ways and Means Committee will be sub- 
jected to but minor opposition in the House as a result of 
differing politicacl policies, no such harmony is likely in 
the Senate. 

Already Senator Norris has sounded the battle cry to his 
insurgent cohorts against the repeal of tax publicity and the 
reduction of the Federal estate tax rates. Senators Borah 
and Walsh are expected to number among those who will 
stand against any sharp reduction of the estate tax rates. 

The Federal estate tax Senator Norris views as being 
justified by other than revenue needs, as his comment which 
follows indicates: 

“As for the proposition to reduce the inheritance tax, I 
find myself unable to see the argument in favor of any 
such action by Congress. The suggestion that levying of 
this tax should be left to the states is utterly indefensible. 
That would mean efforts on the part of the states to get 
rich men to come into them and make their homes by the 
passage of legislation to relieve them of taxation, and the 
inheritance tax would be one of the first such moves. 
Florida is an example of what I have in mind. 

“The argument that the states handle this tax more effi- 
ciently and could make the tax uniform between them is 
not only ridiculous but impossible of realization. It would 
mean that in time a few men would control the United 
States and the rest of us would be slaves. Already big 
business has to a large extent control of the avenues of 
publicity. Big business also controls the politics of the 
country to a great extent and the people are, apparently, 
not yet awake to the seriousness of the situation. The man 
who can amass a fortune of $50,000,000 and then seek to 
dispose of it without being taxed, is, to put it mildly, a 
menace.” 

As to the non-partisan nature of the proposed revenue 
legislation, Senator Norris recently commented as follows: 

“That,” he replied, “only goes to show that the so-called 
conservatives of both parties are working hand in hand. If 
they want non-partisanship, why not let those who will 
vote on these propositions vote their convictions, without 
pressure from any source and regardless of the so-called 
party leaders whom these silly politicians follow like so 
many slaves trailing their masters. 

“T don’t know what’s going to happen when this bill 
gets to the Senate. One thing is certain, however, and that 
is there will be a debate.” 
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Democratic leaders are planning action to repeal all taxes 
on passenger automobiles when the revenue bill reaches 
the House of Representatives. By reduction of the tax on 
passenger cars to 3 per cent from 5 per cent, the Committee 
estimates revenue to have been reduced $37,656,619. The 
Democrats argue that the Treasury condition will war- 
rant elimination of the remaining $56,484,930, which the 
Ways and Means Committee estimates as the annual rev- 
enue under its proposed rates. 


To regard the action of the Ways and Means Committee 
in eliminating from the revenue bill the clause providing 
for tax publicity, as final, is an unsafe presumption. The 
publicity clause of the Revenue Act of 1924 was fathered 
by the Senate, not the House. When the present law was 
under discussion two years ago, the publicity feature was 
proposed in the House and beaten. The Senate adopted 
a proposition for the most sweeping publicity of returns. 
When the bill got to conference, House conferees resisted 
acceptance of the idea but the Senate insisted upon it. A 
compromise was worked out by which the amount of tax 
paid was published but other details of the taxpayers’ returns 
remained secret. 

Thus the position of the House as a whole has been 
adverse to the publicity feature. Members of the Ways 
and Means Committee particularly dislike it. Their rejec- 
tion of it might have been expected. 

Republican party leaders expect President Coolidge to 
take up the question of tax publicity in his message to 
Congress. With this as a basis, they expect to rally 
opponents of the measure in sufficient strength to beat it. 
So far as the House is concerned, such a plan can be 
easily worked out. Much depends on whether the Senate 
shows signs of being docile or otherwise. 


The promise of some Congressmen that “tax reduction” 
would be made a Christmas present to taxpayers, reminds 
one of the Ford peace expendition which was to have the 
“boys out of the trenches by Christmas.” 

There is cumulative evidence that there will be less 
unanimity of opinion in the House than has been repre- 
sented, and in the Senate it appears that both the ultra 
conservatives and the liberals are making preparations for 
a long drawn out forensic battle. This contingency is more 
than probable in view of the disclosures which the Couzens’ 
Investigating Committee is expected to make. 

The Senate Finance Committee hearings, now scheduled 
to begin some time in January, will certainly not be less 
deliberative than those of the House Ways and Means 
Committee, and, after the Finance Committee bill is re- 
ported to the Senate, it must run the gauntlet of extended 
debate in the Senate. The Senate bills and the House bill 
will thereafter be reconciled by the Conference Committee 
and the latter’s composite bill must thereupon be approved 
by both the House and Senate in order to become an act 
of Congress. While it is hoped that the new revenue act 
will be passed early enough so that new regulations may be 
drafted before March 15, 1926, this is not a safe assump- 
tion. We are informed that the Treasury Department is 
expecting to send out the forms based upon the Act of 1924 
for filing returns for the taxable year 1925. This would indi- 
cate that a new revenue law by March 15, 1926, is not antici- 
pated in inner circles. 

Senator Smott, chairman of the Senate Finance Com- 
mittee, has expressed the opinion that the political fight 
on the bill will be waged in the Senate. He anticipates 
prolonged discussion and numerous amendments. 

Senator Smoot predicted, nevertheless, that the bill will 
be passed prior to the middle of next March. 


The most surprising action taken by the Ways and Means 
Committee was the addition to the proposed revenue bill 
of a retroactive repeal of increases in estate tax rates of the 
Revenue Act of 1924, effective on estates of all persons 
dying since June 2, 1924. This provision was added to the 
bill over the protest of Chairman Green and most of the 
Democrats on the committee. Though it has been gener- 
ally pronounced as an open Treasury “raid,” it is probable 
that the proposal is not expected to be approved by Con- 
gress but was made for trading purposes. If any more 
clauses, giving rise to such a controversial storm as this is 
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certain to cause, go into the bill as it progresses, the chance 
for enactment of the new revenue law before the summer 
of next year will be doubtful. 

Once in a while, a citizen who has been a tax delinquent 
gets conscience stricken and squares his account before be- 
ing found out by tax collectors, and not infrequently, 
through accident, overpayments in taxes are made, but, so 
far as is known, none out of patriotic exuberance has 
made more than the required tax contribution for Federal 
purposes. Yet a recent bankruptcy case, that of the Fer- 
guson-McKinney Manufacturing Company of St. Louis, 
disclosed an instance of deliberate overpayment of income 
taxes. According to press reports, the firm obtained cred- 
its from bankers to the extent of $3,300,000 by the falsifi- 
cation of its statement of assets and profit and loss state- 
ment. The Federal income tax paid last year is alleged 
to have been mere “window dressing”; the company is said 
to really have had an operating loss of $500,000 for 1924. 


An indication of modifications of the tax rate features 
of the Ways and Means Committee bill likely to be sought 
during its consideration by the House has been given by 
the protest of Representative Rainey of Illinois, a Demo- 
cratic member of the Committee. Representative Rainey 
declares that the reduction in income tax rates has been 
so graded that persons in the lower income ranges and 
those in the uppermost levels will receive most of the 
benefit, to the exclusion of those with incomes between 


$25,000 and $70,000. 

Answering this contention, Chairman Green has pointed 
out that with a maximum rate of 20 per cent those subject 
to the top rates under the Act of 1924 inevitably receive 
the greatest benefit in dollars, since there is a 50 per cent 
cut in the maximum surtax. “If such a reduction had been 
made on the lower brackets,” said Mr. Green, “we would 
not have sufficient revenue to carry on the government.” 


Tax Delinquencies Add 13 Million Dollars 


to Revenue in Three Months 
DDITIONAL taxes of $16,201,712 were as- 
sessed by the Bureau of Internal Revenue dur- 
ing the three-month period ending September 30. 
Of this amount $13,485,938 was actually collected. 
During the three months, 138,882 investigations 
were made. The number of delinquents who had 
made no return reported was 69,451, of whom 34,462 
were income tax delinquents. 


Surtax Reduction Will Not Change Owner- 


ship of Tax Exempts, Says Economist 

HE commonly accepted view that the high sur- 

taxes have induced the wealthy to invest an 
abnormal portion of their funds in tax exempt 
securities and that reduction of income taxes will 
bring added capital into productive industry in an 
amount greater than the amount of the reduced 
revenue to the Federal Government was refuted at 
the Eighteenth Annual Conference of the National 
Tax Association, at New Orleans, by C. O. Hardy, 
of the Staff of the Institute of Economics at Wash- 
ington and statistician to the Select Committee on 
Investigation of the Bureau of Internal Revenue, 
U. S. Senate. 

Mr. Hardy’s conclusions are based upon an 
analysis of income tax returns. Mr. Hardy pre- 
sented his deductions in part as follows: 

On the whole, the detailed statistics lend no support to 
the theory that the great shrinkage in taxable net incomes 
since 1916 hag been caused to any considerable extent by 
investment in tax exempt securities, in any system of 
progressive taxation of income. ; 


No matter whether the top brackets are taxed ten times 
as heavily as the lower brackets or only 10 per cent more 
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heavily, a tax exempt security is worth more to the larger 
taxpayer than it is to the small taxpayer. If the market 
were perfectly fluid and investors were all perfectly rational, 
and if our present surtax were known to be permanent, 
high income taxpayers might be expected to invest all their 
liquid assets in tax exempt securities. 

Most of the current discussions of the fiscal aspects of 
tax exemption seem to proceed on the assumption that 
this theoretical distribution corresponds approximately to 
the actual situation. The fallacy of this lies in the assump- 
tion that the tax rates and the exemptions could be counted 
on to persist throughout the life of the bond. If the tax 
rates are not permanent, different individuals will place 
different values on the exemptions in accordance with their 
varying estimates of the number of years for which the 
exemption can safely be capitalized. 

Consequently, the bonds will be distributed throughout 
a much wider range of income tax than if there were no 
such uncertainty. The purchase of tax exempt securities 
at the price which discounts the value of the exemption 
over a period of years involves an element of speculation. 
The question of whether the state, municipal and Federal 
governments, viewed collectively, gain or lose by the exemp- 
tion is,therefore a complex one. On all securities held by 
individuals whose incomes are too small to be taxable, 
on all those held by insurance companies, charitable and 
educational institutions, foreigners who pay no tax in the 
United States, and deliberate tax dodgers, the Government 
saves the full market value of the exemption as it is esti- 
mated marketwise at the time the bonds are sold. On 
securities held by taxpayers whose rates are lower than the 
market valuation, the Government saves part of the value 
of the exemption. Only on those held by individuals whose 
rates are higher than the market valuation of the exemption, 
the Federal Government loses more than the state or 
municipality gains. 

With regard to the state and municipal bonds, it has 
been asserted very freely that the loss to the Federal Gov- 
ernment is greater than the saving to the states. It has 
even been claimed that the market has been so saturated 
with tax exempts that exemption has lost nearly all its 
value, though some of the same individuals have also argued 
that exemption is a great stimulus to municipal extrava- 
gance. 

There are now oustanding about $14,000,000,000 of wholly 
tax exempt securities, most of them state and municipal. 
A comparison of the yields on Canadian, provincial and 
municipal bonds and American state and municipal bonds 
shows a difference of fully 1% per cent in favor of the 
American tax exempt issues in 1920 and % of 1 per cent on 
the same bonds in 1924. At this rate the Government 
would gain something on all tax exempt securities held in 
1920 by individuals whose tax rates were less than 25 per 
cent in 1920, or 15 per cent in 1924. This would mean 
individuals with incomes of $52,000 in 1920 and $42,000 in 
1924, allowing for the 25 per cent refund. At both dates 
the Government comes out slightly ahead on the tax 
exempts held by corporations. 

Many of the bonds were issued when the difference was 
larger than this and some at an early period when smaller, 
but the fairest basis of calculation is the present value of 
the exemption. On this basis the states and municipalities 
are saving about $100,000,000 a year in interest. 

The only way in which a lowering of the surtax could 
affect the supply of investment capital available for industry 
is through curtailment of the supply of tax exempts. If the 
states and municipalities decide to continue their present 
rate of expenditure, they can get the money, surtax or no 
surtax. They may have to pay slightly higher rates for 
their funds if the surtaxes are greatly lowered. They may 
sell a smaller proportion to very wealthy men than they 
do now, though that is not certain. With any progression 
the bonds will be worth more to rich men than to poor 
men. If the surtax is set at a low level and agitation for 
still lower levels comes to an end, I expect to see the tax 
exempt securities move much more rapidly into wealthy 
men’s hands. It is the uncertainty about the future of the 
tax that makes men hesitate to invest too heavily in tax 
exempts at’ present prices. But no harm will result. if 
there is a landslide of tax exempt securities into rich men’s 
hands. The poorer men who sell them will have that much 
more to invest in taxables. 
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Total Taxes for the Nation in 1924 Were 
Nearly Eight Billion Dollars 


AXES raised by Federal, state and local govern- 

mental authorities in 1924 totaled $7,907,000,000, 
or 2 per cent more than the aggregate tax collec- 
tions in the preceding year, and 14 per cent more 
than in 1922, according to a recent report issued by 
the National Industrial Conference Board. The 
increase is attributed entirely to rising state and 
local taxes, Federal taxes having declined $125,000,- 
000 last year. Taxes levied by the states, on the 
other hand, increased about $119,000,000, and those 
levied by local governments $147,000,000. 

Although Federal taxes in 1924 still amounted to 
about four and a half times the sum collected in 
1913, the general tendency in Federal taxation since 
the close of the war has been downward, the total 
net collections by the Federal Government having 
declined from $5,069,000,000 in 1919 to $3,095,000,000 
in 1924. Total taxes raised by state governments 
increased without interruption from $307,000,000 in 
1913 to $1,064,000,000 in 1924, while the various 
county, city, town, village, township and other dis- 
trict authorities empowered to levy taxes increased 
their aggregate levies from $1,219,000,000 in 1913 
to $3,748,000,000 in 1924. 

Owing to the burden of war expenditures, Federal 
taxes now make up a larger portion of our total 
tax bill than they did before the war. While in 
1913 Federal taxes constituted 30.4 per cent of the 
aggregate tax bill, they now amount to 42 per cent 
of the total and during the war at one time were 
nearly two-thirds of the total tax bill. Reductions 
in Federal taxation expected to be made by Congress 
early next year and continued rise in state and 
local taxes, according to the Conference Board’s 
analysis, will likely scale down the Federal share 
to below 40 per cent of the total tax burden. 


Supreme Court Upholds Government in 
Tax on Dividends Under Act of 1917 


ths provision made by Congress in Section 
31 (b) of the Revenue Act of 1917, that divi- 
dends by a corporation shall be deemed to have 
been paid “from the most recently accumulated un- 
divided profits on surplus,” does not mean that 
dividends shall be considered as having been paid 
out of such balance as at the time of the payment 
of the dividends is shown by the undivided profits 
or surplus account of the preceding year. This, in 
brief, was the recent decision of the United States 
Supreme Court in William H. Edwards, Coll., etc., 
Petitioner, v. Archibald Douglas et al., Executors 
of James Douglas. It was a five to four decision 
with Mr. Justice Van De Vanter, Mr. Justice Mc- 
Reynolds, Mr. Justice Sutherland, and Mr. Justice 
Butler dissenting. 


The Supreme Court decision reversed the deci- 
sion of the Circuit Court of Appeals and upheld the 
Treasury Department, which has interpreted the 
1917 law to provide that a dividend for tax purposes 
shall be deemed to have been paid from available 








ore 

by 
The 
and 
DD... 
the 
ose 


1 to 
| in 
nce 
otal 
ring 
000 
ants 
0 in 
ious 
dis- 
ised 


1913 


eral 
otal 
e in 
the 
cent 
vere 
ions 
TESS 
and 
ird’s 
hare 


ction 
divi- 
have 
1 un- 
that 
paid 
ment 
rofits 
is, in 
tates 
etc., 
utors 
ision 
Mc- 


istice 


deci- 
d the 
1 the 
poses 
ilable 











December, 1925 





profits or earnings of the most recent year or years, 
and to be taxable to the distributee as income in the 
year received at the rates prescribed for the years 
in which such profits or surplus were accumulated, 
subject to the limitation with reference to dividends 
accrued prior to March 1, 1913. 

According to the evidence in this case, James 
Douglas received from the Phelps Dodge Corpora- 
tion in September and December, 1917, two divi- 
dends, called at the time “depletion dividends,” ag- 
gregating $328,400. He, and later his estate, 
claimed that those dividends were paid out of a de- 
pletion reserve and were a return of capital, not 
income. The Commissioner of Internal Revenue 
determined that the dividends were taxable and as- 
sessed the tax at the 1917 rates, which amounted to 
$173,579.92. The tax was paid under protest and 
suit brought for recovery. In the court action the 
original contention was repeated and, in addition, it 
was claimed that if the dividend distributions were 
taxable at all, it was not at the 1917 rate, but at the 
rate for 1916. The contention that the dividend was 
paid out of capital was abandoned after being over- 
ruled by the lower court. 

In deciding against the taxpayer, Justice Bran- 
deis, who wrote the opinion, stated that the termi- 
nology used by Congress clearly indicated a dual 
aim: (1) to make the dividend, in whatever year 
paid, bear the tax rate of the year in which the 
profits of which it was a distribution had been 
earned; and (2) to make the war profits pay the 
high war taxes. In conclusion, the opinion says: 
To accomplish the purpose of Congress it was necessary 
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that the dividend be deemed to have been paid out of the 
available profits on earnings of the most recent year or 
years. Its intention so to provide was adequately ex- 
pressed by the use of the phrase, “most recently accumu- 
lated” in connection with the words, “undivided profits or 
surplus.” As, in the case at bar, there were profits of the 
year 1917 ample to cover all dividends, those here in suit 
must be deemed to have been paid therefrom. 


Italian Debt Settlement Equivalent to Tax 
Cut of 5 Cents Per Capita Annually 


HE negotiations of the Italian and American 

Debt Funding Commission resulted in a settle- 
ment reached on November 12. The terms are very 
much more lenient than those granted to any other 
country, and amount to something like a 75 per cent 
cancellation of the entire debt. The agreement has 
been approved by President Coolidge but must, of 
course, still be ratified by Congress. The official 
statement of the American Debt Commission fol- 
lows: 

“The amount to be funded as of June 15, 1925, is the 
original indebtedness of $1,648,000,000, plus accrued inter- 
est to date as in other recent settlements. The Italian 
Government agrees to the repayment of this amount of 
$2,042,000,000 upon proporionately the same schedule of 
annual installments over sixty-two years, as in the agree- 
ment with Great Britain, except during the first five years 
the payments are to be $5,000,000 annually and the balance 
of these payments is spread over the subsequent years. 

“After the first five years interest is fixed at one-eighth 
of 1 per cent for ten years, and then increases for suc- 
cessive ten-year periods to one-fourth of 1 per cent, one- 
half of 1 per cent, three-fourths of 1 per cent, and 1 per 
cent, and the last seven years are at 2 per cent: 

“Under this arrangement the total annual payments be- 
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both to closing the audit and preparing 
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before you, you see just what to do and 
different from any work that has what to expect in the auditing of the 
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tained in an actual situation, with a re- the picture is complete. .The audit is 
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gin at $5,000,000 and reach $80,000,000 in the last year. 
For an original debt of $1,648,000,000 the United States 
will receive during the period of the agreement a total of 
$2,407,000,000. 

“The basis of settlement has been repayment of princi- 
pal in full and payment of interest in accordance with the 
capacity of Italy to pay. 

“The Commission has made a most exhaustive examina- 
tion of Italy’s fiscal and economic situation. Italy is poor 
in natural resources. The visible balance of trade is ad- 
verse. Food to support her rapidly increasing population, 
coal, oil, iron and copper have to be imported. Her future 
depends upon the development of her industry and the 
labor of her people. 

“Tt is felt that the settlement lays as heavy a burden 
upon the Italian people as we are justified in imposing 
and represents Italy’s capacity to pay.” 

The following table which was made public, shows 
approximately “the sums which Italy would pay 


annually under the funding agreement: 


First five years ..................-. $ 5,000,000 

6th to 15th year.................. 14,000,000 to $18,000,000 
16th to 25th year.................. 20,000,000 to 26,000,000 
26th to 35th year.................. 31,000,000 to 38,000,000 
36th to 45th year-.................. 43,000,000 to 52,000,000 
46th to 56th year.................. 56,000,000 to 67,000,000 
55th to 62d year.................. 73,000,000 to 80,000,000 


The payment for the first five years will be applied 
entirely to reduction of principal amount as no inter- 
est will be charged during that period. The later 
payments will represent sums to be applied to reduc- 
tion of principal plus interest at the low rates agreed 
upon. ‘To the American people, this settlement 
means a relief of taxation burdens to the extent of 
approximately 5 cents a year per capita. 


Wisconsin Finances and Taxes 
(Continued from page 431.) 


the income tax accounts for about half of the total 
tax remission of $6,900,000. 

The remainder is accounted for by the economies 
which have been practiced by the state government 
of Wisconsin and comes out of the balance in the 
general fund of the state. It has become customary 
to condemn the state and local governments as 
being extravagant and to praise the Federal Gov- 
ernment for its reduction of expenditures; but as 
to the state government of Wisconsin, at least, 
these criticisms are without merit. 

These expenditures of Wisconsin have, indeed, 
increased. From 1915 to 1923 the cost of the state 
government as reported by the United States Census 
Bureau increased by 101 per cent, practically all 
of which increase occurred before 1921. This is a 
large increase, but much less than the increase in 
the expenditures of the Federal Government during 
the same period, which was 388 per cent. It is, 
of course, true that since the war the Federal ex- 
penditures have been reduced while state expendi- 
tures have increased ; but this is but natural. During 
the war Federal expenditures were at their peak, 
while state expenditures were low because highway, 
school, and other constructive projects had to be 
postponed until the return of peace. Demobiliza- 
tion and the abandonment of war activities has 
resulted in a decrease of Federal expenditures, while 
the states have had to carry the load of much de- 
ferred construction thrown upon them simultane- 
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ously with the great popular demand for improved 
highways and better schools; yet Federal cash ex- 
penditures for civil departments increased by some 
$60,000,000 from 1921 to 1924. 

In Wisconsin the great increase in state expendi- 
tures occurred in the three years immediately fol- 
lowing the close of the war. Since 1921, state ex- 
penditures have increased but slightly. The total 
net disbursements of the state were but 9 per cent 
greater in 1925 than in 1921. Almost all of the 
increase, moreover, occurred in the two items, high- 
way construction and maintenance and support of 
the state university. The first of these items repre- 
sents mainly capital investments while the increase 
in the expenditures of the university has been ren- 
dered necessary by increased attendance. 

Wisconsin is today in at least as good shape 
financially as any state in the Union. Its state 
government does not have one dollar of bonded 
indebtedness and its treasury has such a favorable 
balance that it is safe to take $2,500,000 out of it 
to apply to the remission of taxes, as has recently 
been done. This is a very different condition from 
that which existed in 1921. The state treasury was 
then so low that outstanding appropriations far ex- 
ceeded available balances and a majority of the 
departments had overrun their appropriations. Yet 
during the four years intervening not a single addi- 
tional tax has been levied for state purposes and the 
increase in the amount derived by the state from 
the income tax (about $3,700,000) is much less than 
the reduction in the state taxes on property. 

This is the record of the state government of Wis- 
consin, and I submit that this is a record of economy 
actually carried out in practice, not merely pro- 
claimed for political purposes. This record has 
been made by insistence that departments must live 
within their appropriations and by numerous vetoes 
of measures involving extravagance. It has been 
made without being penurious. In the first four 
years of the present administration, the state spent 
more than $23,000,000 in excess of all receipts for 
highways and contributed $14,000,000 to its uni- 
versity. In proportion to its wealth, no other state 
so liberally supports its university and few states 
have better roads. Nor has any other state depart- 
ment or institution suffered from lack of funds to 
render efficient service. Finally, there was com- 
pleted during this period the payment of the soldiers’ 
cash and educational bonuses to all sons and daugh- 
ters of Wisconsin who served in the World War. 
All this, to repeat, without incurring one dollar of 
bonded indebtedness and without placing unjust 
tax burdens on anyone, and with a total state tax 
reduction on general property of $9,515,000, there 
having been a tax remission in 1923 and 1924 as 
well. This record bespeaks the wisdom of Wiscon- 
sin’s fiscal and tax policies. 
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Economics of Estate Taxation Discussed 
by Dr. Seligman 


(Continued from page 437.) 


In other words, the Federal Government makes a remission 
and rebate to the states. I will go still further and say that 
instead of giving 25 per cent, give 50 or 75 per cent or as 
much as you think you can spare without keeping the in- 
come tax too high. For every $10,000,000 you keep of 


inheritance taxes, it will knock off a certain per cent of the 
income tax. 


We are even now talking about automobile taxes and all 
these nuisance taxes. From a number of these nuisance 
taxes we are not getting more than twenty or thirty million 
dollars. I would much rather let them go and keep, at 
least for the time being, the inheritance tax at a low rate. 


My point is that there is a method of giving to the states 
what is due them, “Rendering to Caesar what is due to 
Caesar,” and yet retaining the benefits of the Federal collec- 
tion. That is, have the Federal Government collect the tax 


and turn back to the states whatever you think ought to be 
turned back. 


If you had both an estate tax and a shares tax I think it 
would run up to 25 per cent altogether, which is less than 
England has. England had a 40 per cent tax in times of 
peace. You must remember that in England it was intro- 
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duced by a Tory government, a conservative business ad- 
ministration, and in England nobody has ever for a moment 
made any of those arguments against it that have been 
made in this country. 

If you had only the estate tax I should think the recom- 
mendation of the chairman is a good one. Twenty per cent 
would be a very reasonable tax. But that assumes, gen- 
tlemen, that in some way or other you make this adjust- 
ment with the states, because some of the states, as you 


know, run up to 20, 25, 30 and 35 per cent, and one of them 
even higher. 
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If we had the rates and exemptions they have in Eng- 
land, we would be raising today more from the inheritance 
tax than we raise from our income tax. England last year 
raised about $250,000,000, and the English wealth or income, 
as you know, is not one-third of ours. It is less than one- 
third of ours. Our capital wealth was estimated, you will 
remember, in the last census at $320,000,000,000, and Eng- 
land’s is not one-quarter of that. If we had the English 
rates, the inheritance tax with us would be by far our most 
important tax. Therefore my conclusion is that you should 
not deal lightly with this subject. It is not a small tax. 
While the revenue is only $100,000,000 a year, that is very 
largely because of the system of evasion. That is because 
of the evasions that have been systematically developed. 
What I mean to say is that it may be made a precious 


resource, not alone for the Federal Government but for the 
states. 
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handle within the time limit, but replied in part as follows: 


I may say that a new book has just appeared, by one of 
the big bankers of New York, which I think is one of the 
best books on the subject I have ever read. It is a book 
on profits by Mr. Catchings, the head of the firm of Gold- 
man, Sacks & Co., and Mr. Foster, who used to be the head 
of the University of Washington.* It is a book intended 
for the practical business man and layman, written in beau- 
tiful English, and it brings out this point—which is perfectly 
true—that profits are a result and not a condition; that 
profits depend upon all sorts of chances; that profits are 
never the same; that in this country, although we speak of 
corporate profits, there were, I think it is said, 189,000 cor- 
porations in the year 1923 which had losses, and that the 
country as a whole goes ahead simply because some people 
take these risks a little more intelligently and make more 


profits, and the other fellows suffer losses; that all busi- 
Asked to discuss the question of whether taxes upon profits 
are shifted from the person who pays to the ultimate con- 


*An article by Professor Foster and Mr. Catchings, based upon 
sumer or user, Dr. Seligman stated it was a big subject to 


one chapter of this book, was published in the August, 1925, issue of 
The National Income Tax Magazine. 
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ness, in that sense, is a gamble; that it depends upon the 
whether, it depends upon earthquakes, it depends upon the 
change of fashions, it depends upon whether ladies clip their 
hair or not, and it depends upon a thousand and one things; 
and that therefore profits are a result of the business 
operations. 

A tax on business profits is not a tax on those things 
that make the price of the commodity dealt in; because 
prices, being the result of cost, are always fixed according 
to the demand and supply, the higgling in the market, at 
the point where the man who is at the margain—who is 
just able to make both ends meet—does not make any prof- 
its, or makes just enough profits to pay his salary. That is 
where prices always are. The conclusion from that, of 
course, is that a tax on business profits, being always a tax 
on surplus and not on cost, can not be shifted to the com- 
munity, whereas a tax on gross profits, or a tax on output, 
or a tax on automobiles, or many of the other kinds of 
taxes that we have, can, of course, be shifted and will be 
shifted to the community. 


Proposals for Administrative Tax Changes 
Made by Dr. Adams 


(Continued from page 434.) 


which will leave some of them for decision three years 
from now, in my opinion, if they are not hurried. 

It is just as true today, in my opinion, as it was two or 
three years ago, that Congress ought to encourage the ap- 
pointment within the Bureau of a group of men to wind up 
these old cases, even if they have to be wound up with 
an ax. 

I have been recommending this for five years, and if it 
had been done two or three years ago, the Government of 
the United States would have saved hundreds of millions 
of dollars without any question of doubt. The solutions 
that could have been made two or three years ago are 
solutions which, to the satisfaction of the taxpayer, would 
have yielded at least $500,000,000 more than is now going 
to be gotten out of those cases. 

What the outside public and the people who criticize 
do not understand is this. Delay, in the long run, operates 
to reduce tax liability. That is not always true, but it is 
usually true. The more you dig and dig and dig and dig, 
in the long run, the more points a taxpayer rakes up in his 
own favor. You do not get anything out of carrying these 
cases along for years, but loss to the government. I rec- 
ognize the exceptions to that, but that is the general rule. 

I have been advocating the appointment of some sort of 
settlement board of deputy commissioners, who, with the 
public understanding and approval voiced by you, if you do 
approve it, would be given the power to, settle these cases.” 

The proposal by Representative Isaac Bacharach, of New 
Jersey, that the surtax be eliminated and that a single gradu- 
ated scale of rates be adopted, was criticized by Dr. Adams as 
follows: 

The difficulties in the way of that are two: First, a num- 
ber of our most important exemptions, as you know, are 
exemptions from the normal tax and not from the surtax. 
Thus Liberty bonds carry an exemption—the later Liberty 
bonds—from the normal tax but not from the surtaxes. It 
is going to be necessary, I take it, to preserve in some form 
a normal tax. Dividends also are exempt from normal tax 
only. 

The other difficulty is that we must make some use, in 
my opinion, of collection at source. There is a large amount 
—and I think it is an increasing amount—of income drawn 
from the United States by taxpayers who live abroad, so 
that we can not get complete schedules from them. What 
we try to do, is to collect the tax at source. For that pur- 
pose you must have a normal tax. 
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A Law Course for Accountants 


HERE IS A PRACTICAL SPARE-TIME LEGAL TRAINING PROGRAM 
FOR ACCOUNTANTS AND OTHER BUSINESS AND PROFESSIONAL MEN 


E field of business venture 
which comes under the examina- 


tion of the accountant in modern 
practice has become so broad that a 


thorough knowledge of law and 
equity is well nigh indispensable. 

In an address before the ninth 
annual meeting of The American 
Association of University Instructors 
in Accounting, Mr. Edward E. Gore, 
C. P. A., of Smart, Gore & Com- 
pany, and a former president of the 
American Institute of Accountants, 
said in part: 


“***The modern tendencies of account- 
ing practice are such as***call for train- 
ing in the law in directions that have 
heretofore failed of recognition. This 
tendency suggests the desirability of ex- 
tending the courses provided for the primary education of 
the public accountant***, These courses of study are al- 
most entirely of a legal nature. ***It is certain that both 
the accountant and the lawyer now need to know more 


about each other’s profession than has ever been the case 
before.” 


Law Training of Value in Practice Before 
Board of Tax Appeals 


In the first 401 cases appealed to the U. S. Board of Tax 
Appeals, clients were represented by attorneys in 60 per cent 
of the cases and by certified public accountants in only 20 
per cent. The lawyers were completely successful in 22.6 
per cent of their cases and partially successful in 27.7 per 
cent, while the accountants were completely successful in only 
17 per cent of the cases they handled and partially success- 
ful in 30 per cent. 

The preponderance of attorneys in this class of work and 
their greater success may be ascribed to their more complete 
knowledge of legal practice and procedure, and the law of 
evidence. Certainly, therefore, a thorough study of these 
and attendant phases of law by accountants_is_worthwhile. 


Adopt This Program 


Accountants and others who wish to extend their knowl- 
edge of law can get, where residence study is impractical, 
the training they need through the spare time legal training 
program offered by the Blackstone Institute, Inc. 

The Institute offers two splendid law courses. One deals 
with commercial law exclusively while the other (the 
Graduate Course), in addition to the usual business law sub- 
jects, also covers the field of Adjective Law. This course 
contains sufficient instruction in law to pass the legal examina- 
tion for the bar, and graduates are awarded the LL. B. degree. 

Among the subjects covered in the Graduate Course are, 
Evidence, Pleading in Civil Actions, Practice in Civil Actions, 
Equity Pleading and Practice, Interpretation of Statutes, 
Courts—Organization, kinds and classifications, Bankruptcy, 
State and Municipal Taxation, Wills and Estates, Real 
Property, Landlord and Tenant, Private Corporations, 
Partnership, and forty-six other subjects. 


Prepared by Leading Authorities 


The Blackstone Course is the product of 80 of the most 
eminent legal authorities in the United States. Included 
in the list of authors are Chief Justice William Howard 
Taft and Associate Justice George Sutherland of the 


Modern American 
Law 
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United States Supreme Court, | and the 
deans of eight of the leading resident law 
schools of the country. 


Complete Law Library 


Accompanying the course, is a_ big, 
handsome 25-volume library, Modern 
American Law, cited as “M.A.L.” by state 
supreme courts and by the United States 
District Court. This is recognition which 
has not been extended to any other non- 
resident law school. M.A.L. is furnished 
to the student complete at the time of en- 
rollment and serves immediately as a 
reference work on the entire field of 
modern day law. 


Other Attractive Features 


The study of the text and case books 
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directed by a series of lesson assignments 
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mercial Paper, etc. The governing principle underlying each 
transaction is pointed out and the correct forms and proper 
methods to employ are indicated, thereby eliminating study 
and preventing litigation and financial loss. This is an ex- 
clusive Blackstone feature. ; 

Unlimited consultation service is given by the Institute’s 
legal staff upon any matters arising from the reading of 
the course. Instruction in the State statutes is also given 
upon request. 

An average of half an hour a day will keep the study 
schedule up-to-date. The tuition fee is moderate and covers 
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(Continued from page 448) 


I am entirely sympathetic with Mr. Bacharach’s proposal. 
Our rate structure has become far too complicated, but for 
the life of me I do not see how we can abolish the distinc- 
tion between normal and surtaxes under the circumstances. 

On the question of the propriety of the discovery value and 
depletion statute, Dr. Adams said: 

I think a great mistake was made when that was author- 
ized. I think it is bad in theory and bad in practice. But 
you have got to recognize the actual situation. The indus- 
try has become habituated to it. It is something like 
accustoming a child to some debilitating or harmful luxury 
and not being able to take it away from him all at once. 
You must legislate in view of the situation that has been 
created. : 

I would say this about the provision, that even if we 
decide to keep the allowance for discovery depletion you 
should get rid of the valuation. It is pretty nearly absurd 
to think of the Department sitting down here and valuing 
within thirty days the discovery value of all oil wells that 
are brought in in the United States. If you would give the 
allowance that the House of Representatives gave when the 
thing was first introduced in the 1918 Revenue Act, that is, 
give a certain amount per barrel of oil, or a certain percent- 
age of the gross price or proceeds, or something similarly 
simple and definite, it would be better. Unlike the March 
1, 1913, valuations, which only have to be made once, you 
are never through with the discovery valuations. Apart 
from the question of policy, or whether that large allow- 
ance should be continued to the oil industry, the allowance 
should be based on something else than quicksand. If you 
base it on a certain precentage of the gross profits, or a 
certain part of the price, that would be entirely practical. 
I think that Congress ought to begin to gradually withdraw 
it. I think the whole thing is wrong in principle. 

Dr. Adams recommended the permanent retention of the 
Federal estate tax but a reduction of the maximum rate to 15 
or 20 per cent. Further he recommended giving an 80 or 100 
per cent credit to the state, but put the credit in that case “on 
the basis estate taxation rather than inheritance tax taxation 
by the states.” 

Asked to express an opinion about the ability of the Fed- 
eral government to levy an estate tax from an administrative 
standpoint as compared with the ability of the states, Dr. 
Adams replied: 

I think that is a very mixed question, and I can simply 
answer it by saying that long before this question ever 
arose down here, I concluded that the very best form of 
administration would be mixed Federal and state. Obvi- 
ously, the machinery of the probate courts is in the hands 
of the states. The local machinery that catches the case 
and starts it is state machinery. But I tell you from prac- 
tical experience in dealing with the valuation of estates that 
the average state inheritance tax administrator often gets 
over his head, and with many of those problems the Fed- 
eral government deals more wisely, more efficiently, and 
more effectively than do the state governments. I know 
that you hear opinions to the contrary, but I tell you that 
a good many of those opinions arise simply from the effici- 
ency of the Federal administration. 

Dr. Adams favored the repeal of the gift tax on condition 
that the period in which any gift made shall be regarded as a 
gift in contemplation of death be lengthened to three years. 


Significant Decisions of the Board of 
Tax Appeals 
(Continued from page 439.) 
Estate, Valuation of—The value of the interest of a 
deceased partner in the good will of a partnership trans- 
ferred to take effect in possession or enjoyment at or after 


his death held to have been properly included as a part of 
the gross estate—Appeal of Morris Gumpel, Executor. 





Evidence, Presentation of.—While Rule 20 of the Rules 
of Practice before the Board of Tax Appeals provides that 
the burden of proof is on the taxpayer, the Board held in 
Appeal of General Lead Batteries Company, Dec. 667, that 
where the Commissioner makes an affirmative allegation, 


(Continued on page 454.) 
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REVENUE FROM INCOME TAX 
IN 1924 SHOWS INCREASE 


HOUGH the number of individ- 

ual returns filed for the taxable year 
1924, 7,298,481, was 5.48 per cent less 
than in the previous year, the aggre- 
gate net income of individuals, amount- 
ing to $25,023,210,893, was .73 per cent 
greater than the tax paid by individ- 
uals for 1924, totaling $689,134,185, and 
was 3.70 per cent greater than in 1923, 
according to a preliminary report on in- 
come statistics for 1924 issued by the 
Bureau of Internal Revenue. 

The data indicate that a material 
contributing factor to the increased 
revenue was the 12% per cent limita- 
tion on capital losses provided for by 
the Act of 1924. The prosperity of 
1923 also had the effect of greatly de- 
creasing prior year net loss deductions. 
The prior year losses reported in the 
returns filed for the years 1922, 1923 
and 1924 compare as follows: 1922, 
$45,220,859; 1923, $34,266,149; 1924, 
$15,759,863. 

The 25 per cent credit provision of 
the Revenue Act of 1924, which applied 
to the tax on the first $5,000 of net 
income whether earned or otherwise, 
and if specifically earned, to the tax on 
an amount not exceeding $10,000, re- 
sulted in aggregate tax credits of $27,- 
538,273. 

Three individuals reported incomes 
in excess of $5,000,000 in 1924; in 1923 
there were four such taxpayers. In- 
dividuals with incomes of $1,000,000 
and over numbered 74; precisely the 
same number as in 1923. The indi- 
viduals reporting incomes of $1,000,- 
000 and over for 1924 included three 
with incomes between $4,000,000 and $5,- 
000,000, four between $3,000,000 and $4,- 
000,000, 15 between $2,000,000 and $3,- 
000,000, 13 between $1,500,000 and $2,- 
000,000 and 36 with incomes between 
$1,000,000 and $1,500,000. 





POLK’S REFERENCE BOOK 
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Shows how to increase your business by 
the use of Direct Mail Advertising, 60 pages 
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Write for your FREE copy. 
R. L. POLK & CO., Detroit, Mich. 
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MISCELLANEOUS COURT 
DECISIONS 


Losses, Deductible.— A loss occa- 
sioned to the S. S. White Dental Manu- 
facturing Company of Pennsylvania in 
1918 through sequestration by the Ger- 
man government of the assets of the 
German subsidiary was held by the 
Court of Claims of the United States 
to have been complete for that year and 
deductible under the statute even though 
the company has a claim against the 
German government which may or may 
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not be paid—The S. S. White Dental 
Manufacturing Company of Pennsyl- 
vania v. United States. 





Capital Stock Tax.—A holding com- 
pany, not engaged as an operating com- 
pany, was held not subject to the capital 
stock tax under Title X, Section 1000 of 
the Revenue Act of 1918.—Decision of 
District Court, W. D. of Pennsylvania, 
in The Three Forks Coal Company v. 
United States. 





ry . 


eS 
al 





W 


si 





onYou ask for Facts! 


—do you have to wait for some one to dig them 


out of blind boxes or bound books—or do your 


records tell you what you want to know, when 
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you want to know it. The man 
who decides, needs informa- 
tion—now. FLEX-SITE gives 
it to him—at a glance. 


Methods Department 
Use our trained men to solve your record 
problems—free. Write your problem to us 
in detail or send for a questionnaire on the 
type of record you consider most important 
and you will receive a plan worked out to 
fit your business. 


Visible Records Equipment Co. 


226 West Adams Street 
CHICAGO 


VISIBLE RECORDS EQUIPMENT Co. 
226 W. Adams St., Chicago, IIl. 
Please send us FLEX-SITE Circular No. 289 


Kind of Record 
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(Continued from page 450.) 


the burden is upon him to prove the facts alleged. In the 
case under consideration the Commissioner contended that 
the taxpayer had for a certain year claimed among its de- 
ductions an amount of excessive depreciation. For want of 
supporting evidence the allegation was held to have no 
weight. A 

The Board will not consider issues of fact not raised by 
the pleadings and set up for the first time in briefs filed 
after hearing —Appeal of W. P. Weaver and R. L. Dunn. 

The Board will not accept the unsubstantiated asser- 
tions of taxpayers’ representatives as proof of material facts. 
—Appeal of M. Fischman. Dec. 798. 


Rejection by the Commissioner of a claim for abatement 
and the Commissioner’s proposal to collect the taxes con- 
stitutes a determination of a deficiency with regard to 
which the Board has jurisdiction—Appeal of Continental 
Accounting and Audit Company. Dec. 819. 


Envelopes 
and Tags 


Price - Quality - Service 


No requirement too 
large or too small for 
our capacity 


Samuel Cupples Envelope Co. 


217 E. Illinois St. 
CHICAGO, ILL. 


December, 1925 


Where error in the computation of a deficiency is appar- 
ent on the face of the statement attached to a deficiency 
letter, the Board will take cognizance of the error and direct 
the proper determination of the deficiency—Appeal of 
Quadvicee Manufacturing Company. 


Jurisdiction of Board.—The Board of Tax Appeals may 
consider any matter which is a proper defense to an asserted 
deficiency and to determine whether or not any deficiency is 
due. Such determination in favor of the taxpayer does not 
have the effect of ordering the Commissioner to pay a re- 


 tilaaaaae of Alexander Van Wagoner, Executor. Dec. 


Consent of by the Commissioner and the taxpayer to a 
hearing before the Board of Tax Appeals cannot confer 
jurisdiction on the Board where it does not exist by statute. 
—Appeal of Mohawk Glove Corporation. 


Exchange of Stock.—An exchange of stock for other 
stock of less value, pursuant to a plan of re-financing, does 
not result in a deductible loss—Appeal of Fred D. Cook. 


Invested Capital, Determination of.—Forgiveness of debts 
due by a corporation to its stockholders may be included in 
invested capital only from the date of the forgiveness 
thereof, which cannot be given another date for bookkeeping 
purposes.—Appeal of The Parisian. Dec. 676. 


Surplus at the beginning of any taxable year may not be 
reduced in computing invested capital on account of taxes 
payable within the year upon the income of the preceding 
year.—Appeal of Guaranty Construction Company. 


Advances by a stockholder to the corporation, which are 
treated as accounts payable, upon which interest is credited, 
and which account is later exchanged for stock, may be 
included in invested capital only from the time the stock 
is issued therefore—Appeal of Fort Wayne Engineering 
and Manufacturing Co. 


Partnership Profits—Holding it fundamental in the law 
of partnerships that the profits therefrom need not be 
divided according to the capital contributions of the several 
partners, the Board held that the percentages of profits to 
be received by the individual partners may be valued from 
time to time as they agree—Appeal of Rowe & Kennedy. 


Reserves, Addition To.—A corporation engaged in the 
business of road and street construction, contracting and 
keeping its accounts on the basis of completed contracts 
and treating the total contract price as gross income in the 
year when the original construction work is finished, may 
not deduct therefrom a reserve for estimated expenses of 
maintenance during the following years specified in the 
contract.—Appeal of Chapin Construction Co. 


Taxable Income.—The transfer of unpaid accounts by a 
corporation to a trustee to collect and pay same to certain 
stockholders was held to constitute a declaration of a divi- 
dend which became income to them when paid to them by 
the trustee—Appeal of R. G. Hubbard. 


GREGERSON BROTHERS 


CERTIFIED PUBLIC ACCOUNTANTS 
INCOME TAX CONSULTANTS 


SPECIALISTS ON FEDERAL INCOME TAX PROBLEMS 


OMAHA NATIONAL BANK BLDG., OMAHA, NEBRASKA 
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You Can Use | 


AT LEAST THREE OR FOUR OF THESE 


New Books on Modern Business 
with profit 


(These are University of Chicago Publications) 
Mail Orders to Business Book Concern 


230 S. Clark Street, Chicago 


MANAGERIAL ACCOUNTING, Volume I. 
By J. O. McKinsey—$4.00, postpaid $4.15. 


Professor McKinsey’s idea is that all business executives, actual or 
potential, need a basic knowledge of accounting—that such a 
knowledge will help them solve their problems of administrative 
control. This is the first book to approach accounting from the 
manager’s point of view as well, and the author has had this in 
mind, too, in writing his text. It is as valuable, therefore, to the 
actual or prospective professional or private accountant as to the 
manager 


MANAGERIAL ACCOUNTING, Volume II. 
By J. O. McKinsey—about $4.00 net. (In Preparation.) 


Volume II, continuing the presentation of accounting as a means 
for solving administrative problems, deals with personnel admin- 
istration and financial control. With Volume I, it is a long stride 
toward correlating the business curriculum into a coherent whole. 


PRINCIPLES OF ACCOUNTING, 

By Albert C. Hodge and J. O. McKinsey— 

$3.00, postpaid $3.10. 

The needs of the business executive rather than those of the 
accountant have been considered in the preparation of this book. 
It is dsigned to give a working knowledge~.of the fundamental 
principles underlying the gathering, analysis, and interpretation 
of accounting data; and an understanding of the technique em- 
ployed in gathering these facts and in preparing the more generally 
used accounting reports. The principles of accounting are dis- 
cussed primarily in terms of their function as administrative aids 
to the business manager. 


RETAIL ACCOUNTING AND CONTROL, : 
By Albert C. Hodge—about $3.00 (in preparation). 


Retail Accounting and Control is a subject that has recently been 
brought into prominence by the rapid increase in size of the 
typical retail business. It is ,for many, a new field with its own 
special problems. For those in the accounting field Mr. Hodge 
has prepared this book, the only one to consider records, forms, 
and procedure in collecting information needed. The use of cost 
statistics and other statistical aids to the control of the retail 
business is emphasized. 


THE FINANCIAL ORGANIZATION OF SOCIETY, 

By Harold G. Moulton—(revised edition)— 

$/.00, postpaid $4.15. 

* nique in the literature of finance.” So thorough and complete 
s been Professor Moulton’s revision that this book now formu- 
tes a new approach to the study of the whole financial structure. 
his volume gives the business man a thorough understanding of 
1e€ economic services performed by the various forms of financial 
nstitutions and agencies. Emphasis has been placed upon the 

part plaved bv financial institutions in furnishing fixed and working 

capital for business enterprises. 


SHE USES OF BANK FUNDS, 

By Waldo F. Mitchell—$2.00, postpaid $2.10. 
interpretative rather than descriptive of the newer practices of 
banks. Since the discussion 1s based largely on reports which 
bankers have made of their own businesses, this work will be of 
practical service to those who have to do actual bank management. 
Mr. Mitchell writes interestingly about such topics as the national 
bank and the reserve bank liquidity in crisis and depression, bank 
failures and their significance, rural credit legislation and super- 
visory influences of banks. 


BUSINESS CASES AND PROBLEMS, d 
By Leon C. Marshall and Others. Bound in one vol- 
ume, $3.00, postpaid $3.15. ; 
The cases cover a wide field from problems of marketing to labor 
questions and will be of value to the business man who can profit 
by studying the settlements of actual business cases and problems. 
For more than a decade these cases and problems have been 
developing at the University of Chicago and are now offered in 
one volume. 


PRINCIPLES OF BANKING, , 
By Harold G. Moulton—$2.50, postpaid $2.60. 


Exactly the same material as is contained in the second part of 
“Principles of Money and Banking,” bound separately. 


MUNICIPAL BUDGET-MAKING, 


By R. Emmett Taylor—$2.50, postpaid $2.60. 

In recent vears progress has been made in the establishment of 
more useful systems ~{ municipal accounts. Mr. Taylor has ex- 
amined quite thoroughly all the recent data available from actual 
municipal reports, and has incorporated in this book all the recent 
— that have been made in municipal budgeting in the United 
tates. 

In a foreword, Professor J. O. McKinsey says, ‘His discussion of 
this subject is based on an extensive investigation of the methods 
now employed by a number of the more progressive cities of the 
United States, and he also outlines the developments which he 
thinks should grow out of the present methods. This book, there- 
fore, should be of very great value to the taxpayer who is inter- 
ested in obtaining knowlege of how municipal expenditures may 
be controlled and consequently municipal taxes reduced.” 


THE MANAGER'S ADMINISTRATION OF FINANCE, 


By Stuart P. Mcech—about $4.00 (in preparation). 

For problems of financial management this text is a comprehensive 
analysis of the administration of finance in the light of conditions 
imposed by the structure of industrial society. For the actual 
financial executive Mr. Meech analyzes uch practical problems as 
capital requirements for new projects ad extensions; calculation 
of requirements for working capital; seasonal problems and budget 
making; questions of stock, bond, and note issues; adjustment of 
financial plans to the movement of the business cycle; and 
emergency financing. Mr. Meech has gone into every phase of the 


financial manager’s task, particularly the ways and sources for 
raising funds. 


BUSINESS ADMINISTRATION, 


By Leon-Carroll Marshall—$4.00, postpaid $4.12. 

This volume shows the outstanding features of the executive’s work, 
and makes clear the interrelationships of the various functions 
existing within the business unit. BUSINESS ADMINISTRA 
TION, by the discussion of method, with questions, problems, 
and cases, acquaints the business man with the three broad prob- 
lems of all business; the establishment of policies with the setting 
up of goals; the planning of an organization to carry out these 
policies; the operation of the organization. 


LAW AND BUSINESS (in three volumes), 


By William H. Spencer—$4.50 each, postpaid $4.62 each. 
A complete text for the study of business law, this three-volume 
work gives that knowledge of law which is necessary to the modern 
eae man. Introducing the whole field of law, the study of 
these ‘texts give a working knowledge of legal phraseology; a 
practical grasp of the legal devices which business men use in the 
administration of their affairs, and a knowledge of those rules of 
law within which business policies must be carried out. 


PRINCIPLES OF MONEY AND BANKING, a Series 


of Selected Materials with Explanatory Introductions. 
By Harold G. Moulton—$4.00, postpaid $4.15. 


Covering the principles of money and banking in an elementary 
way, this book gives a thorough understanding of the present 
system and its development. It will be found of particular value 
as a reference of financial history. In addition to the usual treat- 
ment of commercial banks, including the operation of the federal 
reserve system, analysis is made of the principles of agricultural 
credit, numerous types of co-operative banking agencies, savings 
and investment institutions. 


UNFAIR COMPETITION, 


By W: H. S. Stevens—$1.50, postpaid $1.60. 

Mr. Stevens has made a study of certain practices with some 
reference to the trust problem in the United States. He examines 
twelve methods of competition selected from the practice of modern 
corporations and trusts. 


HOW TO WRITE BUSINESS LETTERS, 


By John A. Powell—$1.50, postpaid $1.60. (Quotations 
on quantities for office use.) 

A practical manual for the man who dictates letters and for the 
stenographer who transcribes them. This book is intended to give, 
first, suggestions for effective dictation, and, second, hints of how 
good letters may be properly transcribed. 


Simply tear out this page, checking the volumes you wish sent you and pin to your letter head, or write 
us listing books desired and we will promptly do the rest, billing you with shipment. 


BUSINESS BOOK CONCERN 


230 SO. CLARK ST., CHICAGO, ILL. 
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Keep Abreast of Changing Conditions 
and Modifications in Federal 
Jurisprudence 


The vast development of the Federal law year by year, so that it is becom- 
ing honeycombed with exceptions, overgrown with refinements and elaboration, 
and increasingly more difficult for the human mind to grasp and apply, has 
created a universal demand for 


SHEPARD’S UNITED STATES CITATIONS 


and its companion volume 


SHEPARD’S FEDERAL CITATIONS 


The present uncertainty of the law is not so much due to conflicts between 
the decisions and statutory enactments as it is to the confusion and conflict of 
the legal character and differences of opinion as to the correct statement of the 
fundamental principles and their application towards the solution of the more 
difficult problems at hand. 


THE TEST OF JUDGE-MADE LAW 


This simple element in the exclusive development of legal citations for more 
than half a century accounts for the indispensable value and application of 
Shepard’s Citations. Only the complete history of a judge-made law, created to 
settle actual controversies, which have been established in litigations between 


opposing counsel, possesses the vitality to meet and deal with new situations in 
a changing social order. 


Estlihed SHEPARD’S CITATIONS Incorporated 


Published by 


THE FRANK SHEPARD COMPANY 
76-88 Lafayette Street New York 


When writing to advertisers please mention THE NATIONAL INCOME TAX MAGAZINE 













December, 1925 





Free, and See! 


A generous free trial offer and the 
most liberal terms if you buy 


GET YOUR typewriter now. A 
genuine Shipman-Ward rebuilt 
Underwood is the one you want— 
“the machine you will 
y eventually buy!’ Every- 
A, one needs it; now anyone 
Bf) can afford it. Don’t send 
a cent— but do get our 
big special offer—our 
valuable book on 
typewriters and 
typewriting—/ree. 
ou can learn to 

write on this stand- 
ard-keyboard machine in one day. 
A week after the expressman has 
brought it, you’d feel Jost without 
it. A trial will prove it—and doesn’t 
cost you a penny! 

Our rebuilt plan gives you the 
best machine, and saves you a /ot of 
money. 















* OK K KK KK K KK KK K KK K K KX K OK 


Act NOW 


A Bargain You Can’t Ignore! 
Every Member of the Family 
Will Use and Enjoy it! Try it} 









THE NATIONAL INCOME TAX MAGAZINE 


Save on the 
price, andget 
a FIVE year 
guarantee. 


All tools, 
cover, etc., 


This isa << 
genuine No. 5 

Underwoode-the ace of 
standard writing machines. 







* * KX * 


If Ever !: 


KOK OK KOK KOK KK OK KK KK KKK KK KKK KK 


The Underwood is so famous a make, and 
No. 5 so popular a model, you’ll have to 
speak up if you want one of the lot we are 
just completing now! 

We rebuild from top to bottom; replace 








every single worn part; each machine is 
in sparkling condition. New typewriters ,, {) 


are commonly guaranteed for a year; 
we guarantee these completely rebuilt 
Underwoods five years: That’s our 
Better-Than-New Guarantee! And we 
guarantee a big saving in money! 4 


Pay Like Rent 


We don’t ask for a cent 
now. Nor any money at all, 
unless you are completely 
won by the wonderful writ- 
ing machine we ship you for ; 
an unrestricted 10-day free trial. When 
you do buy, take advantage of our very 
liberal scale of monthly payments. A host 
of our patrons have paid for their type- 
writers out of money made typing work for 
others. (One woman made @ thousand dollars 


at home last year with her Underwood.) 

If you know typewriters, you know the 
perfect work and the ease and speed of an 
Underwood. If you have never owned a 
typewriter, start with the finest! One 
that will last you all your 
life! But, the time to act is 
NOW. Den’t miss out on 
this present bargain offer. 
Don’t do longer without the 
convenience of atypewriter. 
Our modern method of re- 
building, and our economi- 
cal resale plan remove the 
last reason for not owning 
this time-saving, money - 
making, educational device. 


Free Trial Plan 

Our plan gives you the 
opportunity of @ thorough 
trial before you buy. Yourun norisk what- 
ever. You start to pay for your typewriter 
after you have found it the one and only ma- 
chine for you! But get the facts before this 


i> 


lot of machines is all in use. Clip the infor- 























































































mation coupon before you turn the page. 
It will pay you! Note the very useful bcok 
you will receive free! Write for full particu- 
lars at once. 


Valuable Typist’s Manual 


Get our catalog rt \ 
tells how we rebuild 
these wonderful Under- 
wood typewriters in the 
largest factory ofits kind 
in the world, and lowest 
prices and terms in exist- 
ence. We will also include 

free, the new Type Writing 
Manual—it gives many exam- 
ples and samples of uses for 
your typewriter: in business 

accounts, social correspond- 
ence, recipes, shopping lists, 
household accounts, etc.;school- 
work; literary work, etc. This is 
a typewriling age; no home is com- & 
plete without a typewriter. . Clip 


coupon now! , roy) 
SHIPMAN - W* 7" *4eq. Co. | 
| iM IL to fag. Shines Bldg. 
Chicago 


Please send full offer, with ‘Type Writing Manuzl 
FREE, prices, terms, etc., ; 
| and full information about ¢ 
our FREE course in Touch | 
Ty pewriting. All without 
| obligation; this is NOT an 
order! 






Name.... 
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The Office Equipment Industry 
Now Offers /¢s Cooperative Catalogue 


~ to save yout time in buying 


“There are many adding machines made. 
Which one best fits my needs?” 


“Can't we find a betier system for keeping 
our cost records?” 


“What kind of a filing cabinet do we want 
and who makes it?” 


These are everyday questions. When they 
arise the average executive is in a quandary. 

Writing to all the makers he can think of 
involves both inconvenience and delay. Trust- 
ing to meagre catalogue files or the advice of 
friends often means incomplete information. 


N a spirit of service to those executives 

who are responsible for the efficient han- 
dling of business routine the leading office 
equipment manufacturers have cooperated 
to produce the OFFICE EQUIPMENT 
CATALOGUE. 

Not a catalogue, really, in the accepted 
sense of the term. For a cooperative cata- 
logue is not primarily sales literature. It 
is a sincere effort to picture and elucidate 
clearly—in condensed form—the many dif- 
ferent types of Devices, Supplies, Equip- 
ment and Services that contribute to modern 
office efficiency, and the better systems that 
can be effected through their application. 

It is standardized as to style. All general 
claims, exaggerated statements and display 
material are excluded. A complete classified 


directory and index of products is included. 
Bound into one handy volume for convenient 
reference, Office Equipment Catalogue is a 
huge file of individual catalogues, abstracted, 
indexed and assembled within the covers 
of a single book. 

Here, for instance, you will find a con- 
cise description of the different types of 
visible card records and the advantages each 
can offer to the problem in hand. In an- 
other section you will find accounting ma- 
chines, or filing equipment or loose leaf de- 
vices. And every statement is authoritative 
—written by the manufacturer and edited 
by a committee appointed by the National 
Association of Office Appliance Manufac- 
turers. Even a section of business books 
and publications has been added—and one 
covering office management specialists, busi- 
ness engineers and business services. 

In its attractive leatheroid binding, Office 
Equipment Catalogue can become your per- 
manent reference work on office equipment 
and systems. The coupon will bring your 
copy of the enlarged Second Edition. Ex- 
amine it carefully. If it will perform the 
service in your office for which it was in- 
tended remit the production cost of $3.00. 
Otherwise return it at our expense. 


4 cooperative undertaking sponsored by the 


National Association of Office Appliance Manufacturers 
When writing to advertisers please mention THE NATIONAL INCOME TAX MAGAZINE 


‘Read what these concerns have to say regarding 
the First Edition of the Catalogue, issued last year: 


Colgate & Company, New York City—‘It is very 
complete and I am sure will be a great help to us.” 
—(Signed) Jas. H. Bortz, Comptroller. 


General Electric Company, Bridgeport, Conn.— 
“Tt fills a long-felt want in the field of officeza 
pliances.”"—(Signed) J. W. Copurn. 


Miller, Franklin, Basset & Company, Industriai 
Engineers and Accountants, New York City—‘‘Your 
catalogue becomes extremely valuable, for it is 
something our men can carry and refer to when 
need exists.””—(Signed) W. R. Basset. 


American Central Life Insurance Company, 
Indianapolis, Ind.—‘‘We believe this to be a most 
valuable publication as a consulting medium in the 
field of office appliances.”—(Signed) H. C. PEn- 
NICKE, Manager, Service and Planning. 

Western Electric Company, Inc., New York City— 
“You have performed well the commendable task 
of bringing together in one volume the latest infor- 
mation in concise form on various types of office 
equipment.””—(Signed) Witttiam A. LATHROP, 


The New England Steamship Company, New 
Haven, Conn.—‘‘It is the best thing of its kind 
I have ever seen and certainly fills a long-felt need.” 
(Signed) G. H. New, Auditor. 


Send this Coupon 


| Office Equipment Catalogue, Inc. N.1.T.M. 12-25 i 
21 E. Huron Street, 
Chicago, IlL 


Gentlemen: Please send me_the new Second 
Edition of Office Equipment Catalogue. If it 
is completely satisfactory I will remit the pro- 
duction cost of $3.00 within five days. Other- 
wise | will return it at your expense. 
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75 firms in Chicago’s proudest business structure, the 

Wrigley Building are Globe-Wernicke Office Equipment 

users. An endorsement from the hub of industry, where 
efficiency and speed are priceless! 











MMOL 
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| Tt all in the , 
/ Mebal Card Holder 


The Whole Story in a Nutshell  seegu".t.2s2,22 


speed and_ efficiency—perma- 
nently; in: 


Sales Purchasing 
The story of your business progress is a permanent open page with Credit Accounting 
Globe-Wernicke Visible Indexes. Your records are held in rust-resist- Stock Control Collection 
ing, sturdy, die-cut metal card holders, gripped in steel mterchangeable Cost Inventory 
drawers permitting instant inspection, the utmost ease of recording and Pay Roll 
unlimited expansion. 


And now Globe-Wernicke introduces the new exclusive “offsetting” 


feature—the “stop” signal of indexing. It puts a new high value on MAIL THIS COUPON 


centralized information. H 5 
é ; ; Globe-Wernicke Co. 
Write for the facts—the coupon will bring them. Box 3, Cincinnati, O. 
THE GLOBE-WERNICKE CO. | ee ee oe ee Se 


Efficiency Hand Book giving ; 
CINCINNATI, OHIO the facts concerning Globe- ! 


Wernicke Visible Index and! 


Sob oSilieutaie Soe 
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Clothe the personality of your business 
in an atmosphere of Art and Quality 


Perforated 


memo pad 


art cover 


Personal Memoranda Book 


Super Finish Art Leather looks and feels 
like leather, but wears better and costs less. 
Write for descriptive matter on the ‘Art 
Desk Memo Pad” and ‘‘Personal Memo- 
randa Book.”’ 


U.S. ART BINDER CO. 
225-231 West Ohio Street, Chicago 


Manufacturers of desk reminders, 

book and catalog covers, loose leaf 

binders, sample and display cabi- 

nets, and other novelties in Super 

Finish Art Leather. Creators of 
artistic specialties. 


REPRESENTATIVES WANTED 


N this advertisement we show 
illustrations of ““Art Desk 
Memo Pad” and “Personal 

Memoranda Book”’ gift novel- 
ties. Desk reminders for your 
trade, such as these, when bound 
in Super Finish Art Leather, 
breathe the subtle spark of per- 
sonality into the customer's im- 
pression of your business. Their 
beauty not only attracts atten- 
tion, but invites the place of 
honor on the customer's desk. 


Art Desk Memo Pad 
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